JAN 25 1944 


THE JOURNAL OF 
=<DOLITICAL 
ECONOMY 


SO I end elle el 
OO eee ee ee 


Volume LI DECEMBER 1943 


Monetary Disorder and Economic Decadence in Sprin, 
1651-1700 Earl J. Hamilw.1 


Man of His Century: A Reconsideration of the Historical Sig- 
nificance of Karl Marx Solomon F. Bloom 


The Evolutionist Revolt against Classical Economics. II. In 
England—James Steuart, Richard Jones, Karl Marx 
Her... Grossman 


Public Works Program after World War I 
E, Jay Howenstine, Jr. 


How Government Purchasing Procedures Strengthen Mo- 
nopoly Elements Wesley C. Ballaine 


Cushman on Independent Regulatory Commissions 
Myron W. Watkins 547 


Errata Herbert R. Northrup 550 
Book Reviews (See inside front cover) 551 


Books Received 571 
—a 


THE UNIVERSITY OF CHICAGO PRESS 
CHICAGO, ILLINOIS, U.S.A. 





THE JOURNAL OF 


POLITICAL ECONOMY 


EDITED BY JACOB VINER AND F. H. KNIGHT, WITH THE CO-OPERATION 
OF THE OTHER MEMBERS OF THE DEPARTMENT OF ECONOMICS 
OF THE UNIVERSITY OF CHICAGO 





BOOK REVIEWS: 
William Ebenstein, The Nasi State. . . » Roperr A. Brapy 


Sir Halford J. Mackinder, Democratic Ideals ond Reality: A Study in the Politics of Reconstruction 
Ropert A. Brapy 


Robert A. Brady, Business as a System of Power. . . . Cuartes S. Tippetts 
Charles Wilson, Anglo-Dutch Commerce ond Finance tn the Eighteenth Gide n\n Hersert Heaton 
Thomas Senior Berry, Western Prices before 1861: sae pee Cuester W. Weicet 
A. L. Bowley (ed.), Studies in the National Income, io Sareea Wat iig te .  Dwiosr B. Yrrema 
Roswell Magill, The Impact of Federal Taxes aA oe pte tet) ss See 
Roy G. Blakey and Violet Johnson, State Income Toxes . oat ve te ete eae | Re ee 
David Atkins, A Dimensional National Economy. . Rosert W. Burcess 
Henry C. Taylor and Anne Dewees Taylor, World Trade in Agricultural Products  % AsHER Hopson 
Joseph S. Davis, New International Wheat Agreements . “Se i Harry Pecre HaRTKEMEIER 
Homer V. Cherrington, The Investor and the Securities Act . a So ge a ob . . Me-cmior Par 
Harold Barger, Outlay and Income in the United States, 1921-1938. . . . »  Epwarp F. Dentsow 
Paul Horst, with Collaboration of Paul Wallin and Louis Guttman, assisted by Frieda Brim Wallin, John 4 
Clausen, Robert Reed, Erich Rosen’ The Prediction of Personal Adjustment: A Survey of Logical Pr. 
lems and Research Techniques, with I ustrative Application to Problems of Vocational Scag, Sche 
Success, Marriage, and Crime . . 3 Wiu1am M. Fusox 
Suda Lorena Bane and Haswell Luts (selected and edited by), The Blockade fc cide Comel the Armis- 
tice, 1918-1919: Documents of the Supreme Economic Council, Superior Blockade American 
Relief Administration, and Other Wartime Organisations . G. RANDALL 
Almont Lindsey, The Pullman Sirike: Tad Gaol o Chahine Reoditincie cal Gla die tana 
Howarp B. Myers 
Radhakamal Mukerjee, The Politica! Economy of Population . . . . . «wl. | CEL BL Revrer 
George P. Adams, Jr., Wartime Price Control . . : Herpert Sten 
L. Ledermann, Sur Sismondi: auclgues considerations sur sa doctrine tconomigue ct sociale, a Fensaeien Reo 
tenaire de sa mort nif eg: 8 ; F. H. Knicur 
Edward Tenenbaum, National Socialism ws. Tuternetional Capitalism POE oS eee ee R. E. WEsTMEYER 





Top Jecsnal of Tetiieat Boone by the Usivestty af Chimes 28 te Using of 


prc f by ys 

of Yea than Ty eft el ote ici cade, Smee on al orders from the 
Er dereace Manion Masses (Spaniah’ Zoek Ni Paraguay, Peru, eee ie Ove. El 

be hewn ng 7 ?P Ind, Caniry late ad the Spank OB i i Norther 24 ents on mee M 





un Gage septs ¢ oe ts (total total $1.04); for all other countries in t cents on annua! subscriptions (tota! $5 in 


tal Patrons are requested 
United ro cents (8 ies by ge eT 


py ey a 
except North America, India, and : The Cambridge University Press, Bentley House ~ 


Australasia: 
.W. 1, England. Prices of yearly subscriptions and of single copies may be had on applica 


the cittere vad manunteipte cheuié be aittocsned to tho Editors of Tux Jounnat ov Pourncat Ecoostt x 


Communications for 
The University of Chicago, Chicago, I 
ens setae ta ansdaiadl oe bodacse hi Gaede Guide te Periodical Literature, New York, Nev: York. 


Applications for permission to quote from this journal should be addressed to The University of Chicago Press, and will be” 


freely granted. 


prea amene sowert cnr teer caren An pedatneedrr 4 pasted ele ewe yng tear beep ny al 1879. 
t special rate provided nited States Postal 
od Debate Oh tana, elec October 3, 1917, Section 1103, 


July ts, a aes 
[ave] 


a 








THE JOURNAL OF 


POLITICAL 


ECONOMY 





Volume LI 


DECEMBER 1943 


Number 6 





MONETARY DISORDER AND ECONOMIC DECADENCE 


IN SPAIN, 


1651-1700 


EARL J. HAMILTON 


I 


N MONETARY stability—ss in litera- 
| ture, art, and empire—Spain passed 
through her golden age in the six- 

teenth century, the only century that 
has not witnessed serious derangement 
of her coinage. But this golden age was 
followed literally by one of bronze. Pro- 
gressively inferior government by the 
weak monarchs who inherited the power 
centralized in the crown by the Catholic 
Kings, Charles V, and Philip IT," costly 
wars, internal strife, severe pestilences, 
the growth in the number and the size 
of latifundia, royal extravagance, and 
the great increase in churches, convents, 
and ecclesiastics: all these chronically 
unbalanced the budget by raising ex- 
penditures above the diminished yield of 
increasingly burdensome taxes.” The natu- 
tal result was deterioration of the coin- 
age. In the absence of paper money and 
modern devices for printing, inflation 

‘Antonio CAénovas del Castillo, Historia de la 
decadencia de Es pata desde el advenimiento de Felipe 
III al trono hasta la muerte de Carlos II (Madrid, 
tgto), pp. 5-55, 743-61; Martin Hume, La Cour 
de Philippe IV et la décadence de PT Espagne (French 
tans.; Paris, 1912), pp. 247-99, 425-08. 

*Earl J. Hamilton, “The Decline of Spain,” 
Economic History Review, VIII (1937-38), 168-79. 
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could not be pushed to the heights 
attained in several European countries 
after the first World War; but the large 
output of copper money by the best mint 
machinery then known (installed at 
Segovia by German engineers) and cry- 
ing up the coinage when the king was 
too poor to buy copper shook the founda- 
tions of Spanish economic life. To ag- 
gravate the evil, unbridled inflation was 
generally followed by sharp deflation, 
mistakenly conceived as a remedy. In 
many respects a result of decadence, 
monetary disorder was an important 
factor in the decline of Spain. 

While universally envied because of 
her monopoly of the American gold and 
silver mines, Spain? saw the precious 


3 Under the Hapsburgs, Aragon, Catalonia, Na- 
varre, and Valencia retained separate monetary 
systems. But Castile covered more than 75 per cent 
of peninsular Spanish territory, contained nearly 85 
per cent of the population, supplied the language 
and many of the institutions of modern Spain, and 
governed the Hispanic colonies of the New World. 
The monetary system of Castile was adopted in 
Spanish America; and Castilian coins constituted 
the bulk of the circulating medium in Aragon, Cata- 
lonia, Navarre, and Valencia in the second half of the 
seventeenth century. Under the Bourbons, Castil- 
ian coinage supplanted the remnants of the monetary 
systems of the minor Spanish kingdoms. As is well 
known, the Castilian 8-real piece served as a model 
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metals driven out of circulation in the 
second quarter of the seventeenth cen- 
tury by a cumbersome medium of ex- 
change. Since financial accounts were 
kept in vellon (fractional coins either of 
copper with an admixture of silver or of 
pure copper), it is not easy to estimate 
the extent to which it supplanted gold 
and silver coins; but several years’ work. 
with the contemporaneous account-books 
of municipalities, charity hospitals, con- 
vents, colleges, cathedrals, treasury of- 
ficials, and the House of Trade (Casa de 
la Contratacién) have given me the im- 
pression that vellon constituted at least 
92 per cent of the money spent in the 
1650’s.4 Apparently, the percentage rose 
to well above 95 during the next three 
decades of monetary disturbance and 
economic decline. Even the supplies and 
munitions for treasure fleets had to be 
purchased with vellon,’ and often the 


for the United States dollar. Hence, in this study 
attention is confined to the monetary experience of 
Castile. 

4 In 1650 Francisco Martinez de la Mata (“Me- 
morial en razén de la despoblacién y pobreza de 
Espafia,” in Juan Sempere y Guarinos, Biblioteca 
espafiola econémico-politica, TV [Madrid, 1821], ccl) 
complained that Spain had lost “all the gold and sil- 
ver money in the kingdom, thus rendering almost 
useless the mines of Mexico and Peru.” Between 
January 1, 1643, and September 30, 1650, 90.88 per 
cent of the expenses of the Camara de Castilla were 
met in vellon (Archivo General Central, Alcal4 de 
Henares, Hacienda, leg. 353); and on the books of 
Antonio Béez de Guzman, of the Council of the 
Treasury, from August 1, 1650, to June 25, 1652, 
vellon represented 92.38 per cent of the disburse- 
ments (Archivo General de Simancas [hereafter cited 
as “AS”], Contadurta, leg. 1789). On October 22, 
1656, Philip IV wrote the Council of State that it 
was extremely difficult to find gold or silver money 
in Madrid (Archivo del Ayuntamiento [hereafter 
cited as “AA”, Madrid, Moneda, leg. 3-413-63). 


5 For example, vellon comprised 95.96 per cent of 
the expenditures to equip the flotilla that sailed from 
Seville in August, 1655; and apparently the entire 
expenses of outfitting the fleets that left for Tierra 
Firme and New Spain in 1660 were paid in vellon 
(Archivo General de Indias [hereafter cited as “AI’”’], 


gold and silver that flowed in from the 
Indies never entered circulation in 
Spain. The private treasure was se- 
questered by the crown for remittance 
abroad, along with the public treasure; 
and the owners were indemnified in 
vellon.* 

Not only were silver coins extremely 
scarce, but a significant portion of those 
available was degraded. Losses from 
clipped, abraded, and counterfeit reals 
were common;’ and late in 1650 it was 
discovered that silver reals of defective 
fineness, coined in Peru® “in the last few 
years,” were circulating in Castile.’ 
Owners of the fraudulent reals were per- 
mitted to have them recoined in Cas- 
tilian mints or provisionally to pass them 
at a discount. On the reals smelted in the 
Burgos mint the losses averaged 12.71 


Contratacién, legs. 586, 40-3-6/18). On March 2, 
1680, the House of Trade wrote the Council of the 
Indies that “all the goods [being procured for the 
New Spain fleet] are bought with vellon’”’; and a 
letter of March 12, 1680, made it clear that arms and 
ammunition were also purchased exclusively with 
this medium (AI, Contratacién, leg. 5183, fols. 31, 
48). In his Memorial to Charles II written about 
1672 (in Forbonnais, Mémoires et considérations sur 
le commerce et les finances d’Espagne [Amsterdam, 
1761], II, 55-56) Manuel de Lira said that one 
could hardly find any money besides vellon. 


6 AI, Contratacién, legs. 5181, 5182, 5183. 


7 Archivo Histérico Nacional (hereafter cited as 
“AHN” ), Clero: Madrid, legs. 660, 715; Clero: Pa- 
lencia, leg. 23; Clero: Leén, legs. 177, 248. 


®On December 8, 1650, the licentiate Francisco 
Pérez Manrique complained to Philip IV that, 
through the issue of base reals, the “thieves, traitors, 
and enemies of mankind in Peru” had perturbed the 
commerce of all Europe (Academia de la Historia, 
Madrid, MS 11-1-6). 


9 AS, Tribunal mayor de cuentas, leg. 916; Con- 
tadurtas generales: razén, leg. 273. 

It seems that a scandal in the Peruvian mint had 
arisen a half-century earlier, for on October 9, 1602, 
the crown instructed the treasurers of the mints to 
refine all the base Peruvian 4- and 8-real pieces de- 
livered for recoinage and to coin the bullion without 
seigniorage (AS, Secretaria de hacienda, leg. 273). 
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per cent."® A hospital at Seville lost 17.98 
per cent on the reals it smelted," and a 
convent in Palencia 21.73 per cent.” 
The losses in hundreds of direct ex- 
changes for vellon and standard silver 
ranged from 21.71 to 31.25 per cent." 

Immediate steps were taken to reform 
the Peruvian mint," and a royal order 
of September 23, 1653, assured Spaniards 
that the integrity of Peruvian silver had 
been restored." But as late as 1658 a 
convent in Leén received bad Peruvian 
reals; and in 1661, 1666, and 1667 the 
royal treasury lost significant sums 
through the receipt of defective reals 
coined in Peru.*’ 


Il 


To bridge the gap between diminished 
revenues** and swollen expenditures,”® the 


© AS, Tribunal mayor de cuentas, leg. 909. 

™ Archivo del Pozo Santo (hereafter cited as 
“APS”), Libros de recibo y gasto del Hospital de la 
Sangre, leg. 464. 

™ AHN, Clero: Palencia, leg. 23. 

The differential against exchanges for coin 
represents remuneration for the risk incurred on the 
uncertain fineness when the money was smelted. 

The concurrent losses on a plethora of silver reals 
counterfeited in Spain were surprisingly steady at 
50 per cent (Archivo de la Chancillerfa, Valladolid, 
Reales cédulas y pragméticas, leg. 2; AHN, Clero: 
Leén, legs. 177, 248; Clero: Madrid, legs. 660, 715; 
Clero: Logrofio, leg. 390). 

™ Bernardo de Ulloa, the great Spanish mer- 
cantilist who was mayor of Seville and thoroughly 
familiar with the American trade, tells us (Restable- 
cimiento de las faébricas y comercio espafiol (Madrid, 
1740], II, 109-10) that the treasurer of the Peruvian 
mint, Pedro de Rocha, was detected in his crime, 
executed, and burned. 

*s AA, Burgos, Seccién histérica, leg. 1125; AHN, 
Sala de alcaldes de casa y corte, lib. 1238¢, fol. 226. 

"© AHN, Clero: Leén, leg. 248. 

"7 AI, Contaduria, legs. 586, 5180, fols. 59-60, 
128-29. 

*Catastrophically reduced by economic de- 
cadence, the growth of nonproductive and tax- 
exempt religious orders, and the corruption and in- 
efficiency of tax farmers and fiscal administrators. 

** Owing to wars, revolts in Spanish possessions, 
extravagance of the royal household, and efforts to 


crown resorted to unbridled coinage of 
vellon in the first quarter of the seven- 
teenth century.” During the next quar- 
ter-century the minting of vellon virtu- 
ally ceased, but only because economic 
conditions grew steadily worse and the 
king became too poor to provide the 
mints with copper. Restamping vellon 
coins to increase their denominations and 
decrees raising their tariffs (while they 
remained in circulation) furnished the 
way out. The confusion was accentuated 
by drastic deflation from time to time in 
response to complaints against exchange 
depreciation and dissatisfaction over the 
high cost of living. 

In the fifteen years from 1627 to 1641, 
inclusive, vellon was inflated three times 
and deflated four; and on September 15, 
1642, the most drastic deflation yet ex- 
perienced took place. The tariff of pieces 
of 12 and 8 maravedis was reduced to 2 
maravedis, that of 6’s and 4’s to 1 
maravedi, and that of 1’s to $ mara- 
vedi. The premium on silver in terms 
of vellon plunged downward from 190 to 
25 per cent; but a sharp decline in the im- 
ports of precious metals from America, 
the fear of further inflation, and heavy 
military and naval expenditures abroad 
(during the Thirty Years’ War and the 
revolutions in Catalonia, Italy, and Por- 
tugal) raised the premium steadily. By 


maintain the pomp and splendor commensurate with 
Spain’s former position as a world power. 


2° Earl J. Hamilton, “Monetary Inflation in 
Castile, 1598-1660," Economic Journal, Economic 
History Suppl. 11 (1930-33), 182-86, 199. 


** The crown was bound by a contract with the 
Cortes, in return for a tax levy, not to coin vellon; 
but this was not a serious obstacle. This restraint 
became effective in 1608, but it was relaxed or over- 
ridden at the caprice of the king (ébid., II, 184-86). 


#2 Archivo General de la Nacién, Mexico, Reales 
cédulas, tomo 2, No. 1, fols. 1-3; AS, Contadurtas 
generales: razén, leg. 277; AHN, Coleccién de reales 
cédulas, tomo IL. 
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December, 1650, it had risen to slightly 
above 50 per cent. 

Realizing that the heroic deflation of 
vellon on September 15, 1642, had not 
eradicated the evils of debasement, 
Philip IV had planned to restore a bime- 
tallic standard in 1651 by retiring all the 
vellon from circulation. Nevertheless, 
the necessity of “reinforcing the armies 
of Milan and Flanders and of sending 
armadas to other territories” not only 
frustrated but reversed his plan. To fi- 
nance these operations it was necessary 
to choose between additional taxes and 
inflation. A rise in prices and deprecia- 
tion of vellon, patent concomitants of in- 
flation, w re feared less than the public 
reaction to additional imposts. 

A pragmatic of November 11, 1651, 
ordered the holders of all 2-maravedi 
pieces to carry them to a mint within 
thirty days to quadruple their tale.?3 An- 
ticipating noncompliance, the decree out- 
lawed the possession of unstamped coins 
after the period of grace and provided a 
death penalty and the loss of the offend- 
er’s goods for their expenditure.*4 Since 
the increase in the tale of the 2-maravedi 
pieces would have deprived the kingdom 
of this convenient denomination, the 
ordinance provided for the coinage of 
100,000 ducats*s of pure copper 2’s hav- 
ing one-fourth the weight of the 2’s being 
restamped.” 

Maintaining that commodity prices 
had risen “in proportion to the neces- 


*3 The owners were promised in restamped coins 
the number of maravedis they delivered plus com- 
pensation for transportation to and from the mint at 
the rate of 4 maravedis per arroba-league (AS, 
Tribunal mayor de cuentas, leg. 909). 


4 AS, Tribunal mayor de cuentas, leg. 866. 


*s The ducat was a unit of account equivalent to 
375 maravedis. After 1537 it was completely di- 
vorced from all Castilian coins. 


6 AS, Contadurtas generales: razén, leg. 273; Tri- 
bunal mayor de cuentas, leg. 909. 
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sity of buyers and the avarice of sellers” 
and that the committee formed in 1651 to 
combat the high cost of living had proved 
impotent, Philip IV reduced the tale of 
the pure copper vellon on June 25, 1652. 
The 8-maravedi pieces (increased from 
2’s to 8’s on November 11, 1651) again 
became 2’s, and 4’s were reduced to 1’s. 
The 2’s coined after November 11, 1651, 
were tariffed at 1 maravedi. No alter- 
ations were made in calderilla;*’ so the 
kingdom was supplied with a balanced 
stock of vellon in the usual denomina- 
tions: 1, 2, 4, and 8 maravedis. Calde- 
rilla was to continue in circulation, 
but the small quantity—estimated at 
3,600,000 ducats—was considered indis- 
pensable for change and petty trans- 
actions and was expected to circulate at 
par. 

Determined to effect parity between 
vellon and silver, Philip IV provided 
that, even at its reduced tale, the pure 
copper vellon (except the 1’s coined 
under the act of November 11, 1651) 
might circulate only until December 31, 
1652; thereafter it would be treated as if 
counterfeit. After January 1, 1653, the 
copper velion was to be smelted and used 
for industrial purposes. To facilitate the 
conversion, an embargo was placed on 
copper imports.”* 

Unlike the deflationary measures of 
August 7, 1628, and September 15, 
1642,” the act of June 25, 1652, pro- 
vided compensation to the holders of 
vellon for the reduction in its tale. Five 
per cent (veinte mil al millar) bonds 

27 Vellon containing an admixture of silver, 
practically all of which had been coined before 1599. 
Little calderilla was in circulation. Most of the vellon 
coins were of pure copper. 

28 AS, Tribunal mayor de cuentas, leg. 866; Con- 
tadurias generales: razén, leg. 277. 

* Earl J. Hamilton, American Treasure and the 
Price Revolution in Spain, 1501~1650 (Cambridge, 
Massachusetts, 1934), pp. 83-84. 
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equivalent in nominal value to the vellon 
surrendered were given all private own- 
ers. Interest was payable in “sound 
yvellon”; and the bonds were supported 
by a lien on the tobacco tax, “the safest, 
most effective and least encumbered 
security that could be desired.” Credi- 
tors of the crown were paid 25 per cent in 
vellon at its new tariff and 75 per cent in 
the 5 per cent bonds.** 

Obviously unable to bear the financial 
burden of retiring the huge quantity of 
copper vellon from circulation, Philip IV 
decreed on November 14, 1652, that it 
should remain current and, with char- 
acteristic vacillation, demonetized calde- 
rilla, which he had declared five months 
previously to be a permanent feature of 
the monetary system.” But, advised by 
his ministers that calderilla, more trans- 
pertable than copper vellon, was needed 
by commerce, Philip IV soon decided to 
“return” it to circulation at its old tariff 
of 4 and 8 maravedis; this step was not 
taken, however, without an exaction of 


3° AS, Contadurias generales: razén, leg. 277. 


# AS, Contadurtas generales, leg. 1789. 

All debts due the crown by cities, towns, and in- 
dividuals on December 31, 1651, and unpaid on 
June 25, 1652—except obligations incurred in the 
purchase of offices, sealed paper, rights under the 
salt monopoly, and the like—were made payable 
within two months in vellon at its inflated tariff. 
The successive extension of the period of grace to 
September 30 and November 30, 1652, suggests that 
this seeming generosity may have been a device for 
profitable liquidation of slow or uncollectible 

ts. 


%# AA, Burgos, Seccién histérica, leg. 1125; AS, 
Tribunal mayor de cuentas, leg. 867. 

For the retirement of calderilla alternative meth- 
ods were authorized. First, it might be delivered 
within six days in Madrid and fifteen days in other 
places at special depositories, whence it would be 
sent to the mints for smelting. As on June 25, 1652, 
indemnity was offered in 5 per cent bonds secured by 
a lien on the tobacco tax. Second, the owners of 
calderilla might smelt it xt a mint within two months 
and receive the bullion. After January 14, 1653, the 
holders of calderilla became subject to the penalties 
for the possession of counterfeit money. 
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tribute. An ordinance issued on October 
21, 1654, admitted that the owners of 
calderilla had not surrendered it two 
years previously, despite the severe pen- 
alties for holding it, and ordered that 
within one month it should be used in 
paying obligations to the government or 
carried to a mint for restamping. Nobles 
possessing unmarked calderilla beyond 
the period of grace were subject to six 
years’ imprisonment and commoners to a 
like sentence in the galleys. For failure to 
surrender the calderilla in 1652, the 
owners were denied compensation for 
transportation; and half of the calderilla 
was claimed by His Majesty as a reward 
for his “generosity” in remonetizing it.** 

A decree announced by public criers 
on April 1, 1655, complained that large 
quantities of unmarked calderilla were 
still in private hoards, extended the 
period for its surrender by twenty days, 
and declared that, after this time, sus- 
pected homes and institutions would be 
searched and culprits severely pun- 
ished.*4 That this step was not wholly 
ineffective is suggested by the fact that 
ten days later the Hospital de la Sangre 
delivered at the Seville mint 1,000 reals 
that it had held on November 14, 1652, 
when calderilla was demonetized, and 
received 500 reals.*5 

Despite the heavy outlays entailed by 
war with France and Portugal and the 
bloody revolution in Catalonia, the coin- 
age was not altered in 1655-57; but the 
next three years witnessed three attempts 
to inflate and two to deflate vellon. An 
ordinance of September 24, 1658, pro- 
vided for the recoinage of the copper 2’s, 

33 AS, Tribunal mayor de cuentas, leg. 868; Con- 
tadurias generales: razén, leg. 273; AHN, Sala de 
alcaldes de casa y corte, lib. 1239¢, fols. 505-8. 

34 AHN, Sala de alcaldes de casa y corte, lib. 
1240¢, fols. 266-67. 

3s APS, Libros de recibo y gasto del Hospital de la 
Sangre, legs. 464-65. 











which had proved too bulky for com- 
merce, into 8’s weighing one thirty-fifth 
of a mark, the weight of the “transport- 
able” 8’s of calderilla.** On October 30, 
1658, before recoinage could get under 
way, this measure was superseded by an 
act requiring that the copper 1’s and 2’s 
be restamped and issued with their tale 
doubled ;37 and on May 6, 1659, the re- 
stamping was discontinued and an effort 
made to retire the coins from circulation. 
Bonds secured by a lien on the tobacco 
tax were offered for all coins (whether re- 
stamped or not) delivered at special de- 
positories within two months, and the 
crown solemnly promised to withhold 
this money from circulation. Coins not 
deposited within the period of grace 
suffered a 50 per cent reduction in tariff, 
and the owners received no indemnity.** 
The poor credit rating of Philip IV de- 
feated this deflationary scheme. Holders 
of vellon preferred to take a loss of 50 
per cent in its denominational value 
rather than exchange it for government 
bonds.*® 

By a royal order of May 20, 16509, 
announced by criers throughout the king- 
dom, Philip IV assured his subjects that 
vellon would continue at the “same 


36 AS, Tribunal mayor de cuentas, legs. 876, 916; 
Contadurtas generales: razén, leg. 273; AHN, Sala 
de alcaldes de casa y corte, lib. 1243¢, fols. 176-83. 

Owners of the vellon were promised its nominal 
value in the new coins plus 4 maravedis per arroba- 
league for transportation and were allowed a month 
to deliver it at the nearest mint. 


37 AS, Contadurias generales: razén, leg. 273. 

The Seville mint restamped 967,429 marks, 
amounting, after inflation, to 145,908,689 maravedis 
(AS, Tribunal mayor de cuentas, leg. 889). 


38 Biblioteca Nacional, Madrid, Varios, 60-100; 
AA, Madrid, Moneda, leg. 3-413-64; AS, Con- 
tadurtas generales: razén, leg. 273; AHN, Sala de 
alcaldes de casa y corte, lib. 1244¢, fols. 55-56. 


39 For instance, the Hospital de la Sangre wrote 
off a 50 per cent loss on 1,730 reals of restamped 
vellon on May 6, 1659 (APS, Libros de recibo y gasto 
del Hospital de la Sangre, leg. 465). 
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price,” that no changes of any kind were 
contemplated;** and the Peace of the 
Pyrenees, ending twenty-four years of 
war with France,“ perhaps the most 
disastrous conflict since the Moors over- 
ran the Peninsula early in the eighth 
century, removed the chief excuse for in- 
flation. But a pragmatic of September 
11, 1660, ordered that the copper 2’s 
weighing one thirty-fourth of a mark be 
carried to the mints immediately (“quan- 
to antes”) for recoinage into 4’s weigh- 
ing one fifty-first of a mark.” Before this 
inflationary measure materialized, it was 
superseded by an act designed to restore 
the integrity of the coinage. 

An ordinance issued on October 209, 
1660, required the delivery of all calderil- 
la and copper vellon (which had been de- 
preciated in terms of gold and silver for 
over forty years), at the mints to be 
smelted and recoined into “rich vellon” 
that was expected to end monetary dis- 
order. The pure copper and the calderilla 
were to be retired from circulation gradu- 
ally, without either a loss to their owners 
or a shock to trade, by converting them 
into “rich vellon” as they were received 
for taxes and public dues. From a 
mark containing 20 grains of silver 
(6.95 per cent) 51 pieces of 16 maravedis 
were struck. The rich vellon was expected 
to be transportable and easy to count; 
and, in spite of heavy overvaluation, it 
was believed that the injection of a neg- 
ligible quantity of silver would reduce the 
premium on pieces of eight, which stood 
at 56.25 per cent. Anticipating counter- 
feiting at home and abroad because the 
extrinsic value of the rich vellon exceeded 

4 AA, Burgos, Seccién histérica, leg. 1126. 

4* During many of which Spain was also fighting 
Portugal, the Netherlands, and England and con- 
tending with serious revolutions at home and in the 
Italian dominions. 

# AA, Madrid, Moneda, leg. 3-413-67; AHN, 
Sala de alcaldes de casa y corte, lib. 1245¢, fols. 202-6. 
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its intrinsic by approximately 150 per 
cent, the pragmatic provided: (1) a pen- 
alty of death for counterfeiting and for 
unsuccessful attempts to import vellon 
counterfeited abroad; (2) burning at the 
stake, loss of goods, and confiscation of 
the vessel used for importing, receiving, 
or aiding in the importation of counter- 
feit coins; and (3) a sentence to the 
galleys and the confiscation of the offend- 
ers goods for failure to denounce 
counterfeiting or smuggling.*? 

On October 7, 1661, an order in coun- 
cil advised “businessmen and merchants 
to be on the alert against the importation 
of counterfeit coins of the issue now being 
struck that are ordinarily short in weight 
and very easy to recognize by sight.” 
Merchants, cashiers, collectors, and the 
like were forbidden to “receive or pay 
out the new [vellon] money by the bag- 
ful or by weight [in bulk] or to have on 
their premises scales for weighing it” and 
were ordered to “count all money with 
their hands and without fail.’’** Yet in 
1681 the mint at Granada delivered 305, 
437 marks and 4 ounces of this money 
by weight to agents of the crown for the 
navy, Galician fortresses, and other 
royal establishments.‘ 

From November 8, 1661, to October 
18, 1664, the mints at Granada, la Co- 
rufia, Trujillo, Burgos, and Madrid 
turned out almost four million ducats of 
rich vellon,** or approximately one-tenth 

AS, Contadurtas generales: razén, leg. 273; 


AHN, Sala de alcaldes de casa y corte, lib. 1245¢, fols. 
225-30. 


“ AHN, Sala de alcaldes de casa y corte, lib. 1246¢, 
fols. 261-62. 


4S AS, Tribunal mayor de cuentas, leg. 873. 

By a pragmatic of October 31, 1661, the rich 
vellon that had been coined by hammering was 
demonetized (Autos acordados (Madrid, 1772], lib. 
V, tit. XXI, auto XXVII), and from then on 
apparently it was milled. 


4° If the mint at Madrid conformed to the aver- 
age of the other mints in coining its bullion, the 
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of the amount coined in the preceding six 
decades;*7 and the mints at Segovia, 
Seville, Toledo, Cuenca, and Valladolid 
probably contributed to the deluge. Con- 
sequently, in 1661-64, a period of tran- 
quillity** following three decades of war 
and domestic strife, the premium on 
silver in terms of vellon soared. At the 
end of September, 1664, in New Castile 
silver commanded an agio of 150 per 
cent. The cost of living shot upward, 
and dissatisfaction was rife. 

The last monetary legislation in the 
reign of Philip IV was the pragmatic of 
October 14, 1664, halving the tariffs of 
the milled rich vellon (of 2, 4, 8, and 16 
maravedis authorized three years be- 
fore) and demonetizing both calderilla 
and pure copper coins “because it is de- 
sirable to have only one kind of vellon.”’* 
The premium on silver promptly fell to 
50 per cent, or by two-thirds. 

In 1665 Charles II, only four years old 
and weak and diseased in mind and body, 
ascended the throne under the regency of 
the Queen Mother, Maria Ana of Austria, 
herself too young, pleasure-loving, and 
ignorant of politics to rule. During the 
thirty-five-year reign of Charles II in- 
ertia, neglect, corruption, and inaction in 
public affairs reached the high-water 
mark; and the Spanish economy fell to the 
lowest ebb in its history.*° Royal inertia 


exact output was 1,482,645,967 maravedis, or 
3,953,722.6 ducats. 

47 AS, Tribunal mayor de cuentas, legs. 870, 872, 
873, 875, 885, 890. 

48 Aside from the desultory efforts to subjugate 
Portugal, which revolted in 1640 and won the final 
victory in 1665. Spain recognized her independence 
in a treaty of 1668. 

4 AHN, Sala de alcaldes de casa y corte, lib. 
1249¢, fols. 286-89; Autos acordados, lib. V, tit. XXI, 
auto XXVIII. 

5° The rule of incompetent court favorites that 


had cursed the two preceding reigns was not re- 
peated, but only because both the regent and the 
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during the first fifteen years, when grave 
monetary problems demanded solution, 
proved disastrous; but, after a painful 
reform at the middle of the reign, the do- 
nothing policy of the last fourteen years, 
when degeneracy rather than wisdom 
prevented action, proved beneficent. 
Under the worst king in the annals of 
modern Spain and without either good 
actions or good intentions on his part, 
eighty years of monetary chaos came to 
an end. 

During the first fifteen years of Charles 
IT’s reign economic decadence, a chron- 
ically unbalanced budget, and the strain 
of wars against Louis XIV (in 1667-68 
and 1672-78) aggravated the severe de- 
preciation of vellon, the chief medium of 
exchange. The premium on silver, which 
fell to 50 per cent following the deflation 
of October 14, 1664, rose to 115.5 per cent 
in New Castile by the middle of the next 
year, to 175 per cent by 1670, to 200 per 
cent by 1675, and to 275 per cent early 
in February, 1680. Index numbers of 
New Castilian commodity prices with 
1726-50 as a base advanced from 143.4 
in 1664 to 183.4 in 1679. In response to 
the clamor for deflation a pragmatic of 
February 10, 1680, reduced the tariff 
of the milled rich vellon struck in 
Castilian mints under the ordinance of 
October 29, 1660, by 50 per cent. Al- 
ready deflated by one-half in 1664, the 
tariff of the rich vellon, issued to end 
monetary disorder, was lowered to only 
a quarter of the original level. 

Apparently the elaborate precautions 
and heavy penalties against counter- 
feiting rich vellon at home and abroad 
provided by the statute of October 29, 
1660, authorizing the issue, were justi- 


king lacked the initiative to choose a favorite and the 
fortitude to support any minister vigorous and bold 
enough to act. A Duke of Lerma or a Count of 
Olivares (misguided, short-sighted, and inept as 
they were) might have been a blessing in this reign. 
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fied. From June 26, 1680, to July 30, 
1681, 5.6 per cent by weight of the 
6,875,303 reals of milled rich vellon (re- 
tired from circulation on May 22, 1680, 
and) delivered at the Granada mint 
proved to be counterfeit. Since the per- 
centage was 9.2 for coins from Vélez, 
near the coast; 12.6 for those from 
MAlaga, a leading Mediterranean sea- 
port; and only 2.06 for Granada, far in 
the interior,™ it seems that a large pro- 
portion of the counterfeit pieces origin- 
ated abroad. 

The pragmatic of February 10, 1680, 
reduced the tariff of the “pure copper 
vellon manufactured in these kingdoms 
in imitation of the genuine” by three- 
fourths. Foreigners had mixed some sil- 
ver in their vellon, but it was short in 
both fineness and weight. Hence, coins 
counterfeited abroad and smuggled into 
the realm were cut by seven-eighths of 
their denominational value. Obviously, 
the vellon pieces counterfeited at home 
and abroad were thus legitimized. Not 
since the chaotic days of Henry IV 
(1454-74), another weak and impotent 
king, had the monetary legislation of a 
Castilian monarch exhibited such ab- 
ject weakness.” 

The pragmatic of September 7, 1641, 
limiting the premium to 50 per cent, 
which had been openly violated for forty 
years, was confirmed.s? The premium 
actually fell from 275 to 50 per cent when 
the deflation took place, and remained 


st AS, Tribunal mayor de cuentas, leg. 873. 


s? At the new tariff a mark of coined vellon was 
worth only 102 maravedis, but the owners of genuine 
pieces who delivered them at a mint or an agency of 
the treasury within 60 days received 247.5 mara- 
vedis (the 165 maravedis of silver content in vellon 
at a premium of so per cent). And the holders of 
either genuine or counterfeit coins enjoyed the 
doubtful advantage of being able to liquidate certain 
long overdue tax claims at par. 


8s AHN, Sala de alcaldes de casa y corte, lib. 
1265¢, fols. 82-85; AS, Tribunal mayor de cuentas, 
leg. 873. 
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there more than six years, during half 
of which Spain was at war with France. 

By a decree of May 22, 1680, the 
milled rich vellon—genuine as well as 
counterfeit—was demonetized; and the 
owners were paid its value in “current 
money.”’54 Pure copper vellon with ex- 
trinsic value slightly above its intrinsic 
worth was authorized. From a mark of 
copper 37 pieces of 2 maravedis were 
struck.55 Difficulty in securing an ade- 
quate supply of copper evoked a prag- 
matic, on May 14, 1683, giving the mints 
a strict priority. Coppersmiths were for- 
bidden to make any article out of copper 
that could be manufactured with “any 
other metal,”’ were required to sell their 
stocks of copper to the royal treasury for 
coinage, and were forbidden to repair 
utensils, with the expectation that the 
owners might sell the copper to a mint.* 
Possibly because of the limited output 
of the new vellon resulting from the in- 
adequate supply of copper, a pragmatic 
of October 9, 1684, remonetized the 
genuine milled rich vellon (outlawed on 
May 22, 1680), with the tariff of the 2’s 
raised to 4 maravedis and of the 4’s to 8 
maravedis.°” 

The reign of Charles II witnessed no 
further changes in the vellon coinage. 
Through inability to secure copper with- 
out significant seigniorage, the output of 
vellon was rigidly limited;* and, be- 

% In cash when the quantity did not exceed 500 
reals, within three months when the sum was over 
500 reals but less than 100 ducats, and in three in- 


stalments at four-month intervals when the sum 
exceeded 100 ducats. 

55 AHN, Sala de alcaldes de casa y corte, lib. 1265¢, 
fols. 179-83; AS, Tribunal mayor de cuentas, leg. 873. 
56 Autos acordados, lib. V, tit. XXI, auto XXII. 

5? Ibid., auto XXXIII. 

‘* For example, from July 12, 1680, to March 3, 
1681, the mint at Granada coined only 3,438 ducats 
of vellon (AS, Tribunal mayor de cuentas, leg. 873). 
From February 6, 1662, to November 24, 1663, the 
output of rich vellon at Granada was 495,325 ducats 
(ibid., leg. 872). The average coinage per month was 


485 


cause of royal inertia, no more doses of 
sudden inflation and deflation perturbed 
economic life. 


Ill 


On October 14, 1686, the silver coin- 
age, which had not been altered since the 
reign of Isabella the Catholic, was de- 
valued by approximately 20 per cent.5? 
The number of reals struck from a mark 
of silver 11 dineros 4 grains fine (93.06 
per cent) was increased from 67 to 84, 
and the mints were instructed to pay 
81.25 reals for a mark of standard bul- 
lion. Seigniorage was fixed at } of a real 
and coinage fees at 2 reals. To encour- 
age the smelting of plate, seigniorage on 
it was renounced; and to avoid deflation 
during the coinage process, silver money 
was adjusted upward, instead of being 
called into the mints for conversion into 
the new issue. Henceforth the old 8-real 
pieces were called “‘escudos” and rated at 
ten of the new réals; and pieces of 1, 2, 
and 4 reals were marked up proportion- 
ately. 

The premium on the new issue of silver 
in terms of vellon was fixed at 50 per cent 
and on the old (which had commanded 
only 50 per cent agio since February 10, 
1680) at 87.5 per cent. Unlike previous 
statutory regulations of the premium, 
which had set ceilings only, the prag- 
matic forbade premiums above or below 
the prescribed figures.®° 


over fifty times greater in the latter period than in 
the former. 

59 Devaluation of the real provided for in the 
pragmatic of December 23, 1642 (Archivo General de 
la Nacién, Mexico, Reales cédulas, tomo 2, No. 1, 
fols. 1-3), was revoked before coinage of the new 
reals began. 

se AHN, Sala de alcaldes de casa y corte, lib. 1271¢, 
fols. 173-77. 

To prevent inconvenient fractions when pieces of 
I, 2, or 4 Silver reals were exchanged for vellon, on 
November 4, 1686, the vellon equivalent of the old 
8-real piece was raised from 15 reals to 128 cuartos 
(a cuarto was 4 maravedis), or 15 reals 2 maravedis; 
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Both the owners of silver bullion and 
the farmers of the mints found it ad- 
vantageous to coin multiple, rather than 
single, reals. Since the coinage fees were 
uniform for a mark of silver regardless 
of the denomination, the mint farmers 
profited most from coining 8-real pieces 
and least from half-reals. Small denomi- 
nations must have been below par in 
terms of 4- and 8-real pieces, for a prag- 
matic of August 14, 1651, provided a 
penalty of suspension from office for four 
years and a fine of 50,000 maravedis for 
notarizing contracts requiring payment 
“in multiple reals” (plata doble) rather 
than “in silver money.” On November 
11, 1651, obligations in terms of multiple 
reals were made payable in 1-real pieces; 
and the officers of the mints were in- 
structed to strike 4- and 8-real pieces 
from a quarter of the bullion received, 
2-real pieces from a quarter, single reals 
from a quarter, and half-reals from the 
remaining quarter.™ 

On October 19, 1666, the officers of the 
House of Trade complained bitterly to 
the Council of the Indies against the 
payment of their salaries and allow- 
ances in single reals. The House also ob- 
jected (but less strenuously) to the re- 
ceipt of Mexican 2-real pieces, which 
were difficult to pass without a loss. On 
November 2, 1666, the House wrote the 
Council that double reals were then cir- 
culating at par but that 4- and 8-real 
pieces were at a premium of 7 per cent 
in terms of single reals and had recently 


and the smaller silver pieces were raised proportion- 
ally (AHN, Sala de alcaldes de casay corte, lib. 12708, 
fol. 191). This was the last regulation of the de- 
preciation of vellon in terms of silver enacted under 
the Hapsburgs. 


6: AS, Contadurias generales, leg. 273; Autos 
acordados, lib. V, tit. XXI, auto XXX. 

This pragmatic was confirmed on June 17, 1659 
(AS, Contadurtas generales, ieg. 273). 
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been at 10 to 12 per cent.* In 1674 single 
reals were at a discount of ro per cent in 
terms of pieces of eight at Panama;® and 
on June 4, 1686, the discount at Seville 
was 4.5 per cent. Nevertheless, the 
pragmatic of October 14, 1686, which 
authorized pieces of 1, 2, 4, and 8 reals, 
did not fix a minimum percentage for 
small denominations. 


IV 


On March 12, 1643, the gold escudo 
was tariffed at 15 silver reals; and for 
several years the market value also stood 
at this figure. By 1650, however, it had 
risen to 16 reals; and on November 11, 
1651, when a premium of over 50 per cent 
on silver in terms of vellon was pro- 
hibited, the legal maximum tariff was 
fixed at 24 vellon reals, the legal equiva- 
lent of 16 silver reals.** On November 26, 


62 The Council was urged to reduce the loss on 
Mexican tax receipts by instructing the commanders 
of the Mexican fleets not to accept single reals, 
which were redundant and depreciated at Seville 
and which incidentally—though this was not men- 
tioned—might appear in the pay envelopes at the 
House of Trade (AI, Contratacién, leg. 5180, fols. 
128-29). 


63 AI, Ibid., leg. 5182. 
64 Tbid., leg. 5184. 


6s Academia de la Historia, Leyes y cédulas de 

Castilla, lib. 8*-23-5. 
4499. 

66 But without any previous decline of the market 
price in terms of silver, on November 14, 1652, when 
a premium on silver in terms of vellon was out- 
lawed, the escudo was tariffed at only 14 silver or 
vellon reals (Autos acordados, lib. V, tit. XXI, auto 
VI). Nevertheless, the premium on silver con- 
tinued; and the market price of the escudo remained 
at 16 silver reals. On October 10, 1669, the consuls 
of the Bilbao Merchant Guild ruled that bills of ex- 
change specifically payable in silver might be 
liquidated with doubloons (2-escudo pieces) at 32 
silver reals; and a royal order of February 19, 1672, 
sanctioned this regulation (Hordenanza hecha por la 
Casa de la Contratacién de esta noble villa de Bilbao en 
10 de octubre de 1669 (Bilbao, 1691]). The prag- 
matic of October 14, 1686, raised the legal tariff of 
the escudo from rs silver reals to 19 of the de- 
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1686, the legal tariff of tue escudo was 
set at 20 devalued reals, the equivalent 
of the 16 reals that it had commanded in 
the market for three decades. In other 
words, the mint ratio was kept in line 
with the market ratio. 

A considerable quantity of counterfeit 
escudos from 25 to 50 per cent short in 
gold content circulated in the last quarter 
of the seventeenth century; and a large 
portion of the genuine pieces was 
abraded, clipped, or sweated. To avoid 
inconvenience and confusion from re- 
fusals to accept legitimate escudos that 
were defective in weight, a decree of 
February 22, 1667, provided that light 
escudos should pass by weight, with 
proper discounts for their shortage.”° 

If the escudo is taken at the legal tariff 
of 15 reals, the bimetallic ratio was 15.45 
to 1 from 1651 to October 14, 1686; at the 
market price of 16 reals the ratio was 
16.48 to 1. From October 14, 1686 (when 
the real was devalued and the escudo was 


rated at 19 reals), to November 26, 1686, 
the ratio was 15.66 to 1. The increase 


valued reals, without altering its weight or fineness. 
Whether the legal tariff had been reduced to 15 
silver reals before this date or the statute erroneous- 
ly listed the tariff at this figure is not clear, but the 
question is academic. The market price (the only 
one that mattered) stood at 16 reals (i.e., at the 
vellon equivalent of 16 silver reals. Only at very in- 
frequent intervals were both silver and gold coins 
available for exchange). Hence, at 19 of the new 
reals the escudo was undervalued; and the bimetallic 
ratio in other European countries had been rising 
gradually (Adolf Soetbeer, Edelmetall-Produktion 
und Werthverhdliniss swischen Gold und Silber 
(Gotha, 1879], pp. 120-29). 

*% Autos acordados, lib. V, tit. XXI, auto XXVIII. 

* In his Breve cotejo y valance de las pesas y medi- 
das (Madrid, 1731), p. 185, José Garcia Caballero, 
chief assayer of the Castilian mints, erroneously 
gives the equivalence as 20 of the old reals or 25 of 
the new and lists the date as November 21, 1686. 

% See, e.g., AHN, Clero: Madrid, legs. 660, 715; 
Clero: Palencia, leg. 21; Clero: Leén, leg. 248. 

Autos acordados, lib. V, tit. XXI, auto XXXIX. 


of the escudo to 20 reals on November 
26, 1686, raised the legal ratio to 16.48 to 
1, where it remained through 1700. The 
market ratio at Hamburg ranged from 
14.81 to 15.20 to 1 in 1687-1700, and the 
mint ratio was fixed at 14.91 to 1 in 
France in 1679 and 15.39 to 1 in England 
in 1690." The fact that the Mexican and 
Peruvian mines poured their product 
into Europe through Spain naturally 
cheapened silver there, but it appears 
that gold was overvalued at the Castil- 
ian mints. 

The pragmatic of October 14, 1686, de- 
valuing gold and silver, provided that 
existing debts in terms of doubloons (2- 
escudo pieces) or reals might be paid in 
devalued money. “A franc was a franc” 
then, as in the twentieth century. Origi- 
nally no exception was made of creditors 
whose contracts specifically required pay- 
ment in reals or doubloons of the existing 
standards of weight and fineness, but 
seven days later the pragmatic was 
amended for their protection.” Perhaps 
in response to pressure from abroad, an 
order in council of November 18, 1686, 
provided that bills of exchange out- 
standing on October 14, 1686, must be 
paid in terms of money then current.” 
On November 24, 1686, the Council of 
State reported to Charles II concerning 
the complaints lodged by the British and 
French governments against the laws re- 
quiring their merchants to accept new 
reals in payment for goods sold on credit 
in terms of old reals, “with a loss of one- 
fifth.” The Council of State did “not 
fail to point out” to the crown “the con- 
summate gravity of this affair’ and 

7™ W. A. Shaw, The History of Currency, 1292- 
1894 (London, 1896), p. 157; Soetbeer, op. cét., pp. 
124-29. 

7 AHN, Sala de alcaldes de casa y corte, lib. 1272¢, 
fol. 188. 


73 Archivo de la Real Chancillerfa, Valladolid, 
Reales pragméticas y cédulas, No. 6. 
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urged that “all the ministers’”’ be sum- 
moned for “consultation and reflec- 
tion.’’74 

V 


The account-books of charity hos- 
pitals,”> convents,” cathedrals,””? the 
House of Trade, and municipalities” in 
Andalusia, New Castile, and Old Castile 
and Leén list in vellon, the money of 
account, silver received in payments or 
(more often) as gifts. The account-books 
also record purchases of silver reals with 
vellon for gratuities, extraordinary pay- 
ments, and distant or foreign remit- 
tances.”? Occasionally bills of exchange 
and imported commodities*® were quoted 
in terms of silver but bought with vellon. 

The data presented in Table 1 are the 
averages (modes rather than simple 
arithmetic means, to avert distortion by 
unrepresentative transactions and by 
cases in which coins were defective) of 


™ Archives Nationales, Paris, Négociations 
France-Espagne, K 1654, No. 141. 


7S Particularly the Hospital de la Sangre at 
Seville, Hospital de Tavera at Toledo, Hospital de 
Antezana at Alcal4 de Henares, Hospital de Es- 
gueva at Valladolid, Hospital de Simén Rufz at 
Medina del Campo, Hospital de Santa Escoldstica 
at Avila, and Hospital de San Bernarbé y San An- 
tolfn at Palencia. 


7 Hundreds of Jegajos in the rich Seccién del 
Clero of the Archivo Histérico Nacional have sup- 
plied premiums, and many thousand more that have 
not been examined doubtless contain them. 


7” Burgos and Seville. 


78 Toledo, Seville, Burgos, Valladolid, Salaman- 
ca, Leén, and Medina de Rio Seco. 


77In his Memorial en razén de la despoblacién y 
pobreza de Espana (in Sempere y Guarinos, op. cit., 
ITI, ccl), Francisco Martinez de la Mata ascribed the 
high premium on silver largely to the heavy pur- 
chases that the crown was forced to make with 
vellon for external remittances. 


8° For example, on February 24, 1656, the Al- 
caldes de Casa y Corte permitted Julio César, a 
Genoese, to sell the remainder of certain products 
brought from Genoa for the household of the queen 
and fixed their prices in terms of silver reals (AHN, 
Sala de alcaldes de casa y corte, lib. 1241¢, fols. 21-23). 


the premiums in New Castile, the great 
central region that contained the capital, 
the heart of intellectual activity, and an 
important portion of the nation’s eco- 
nomic life.** 

A comparison of the premiums on sil- 
ver in New Castile and in Old Castile and 
Leén has disclosed few discrepancies, 
Owing to the severe epidemic of 1648-51 
that restricted commercial relations with 
Andalusia, the premium there was about 
62.5 per cent in 1651 and January, 1652, 
while it was only 53 per cent in the other 
regions. On the great upswing in 1667- 
73 the Andalusian premiums available 
lagged considerably behind those of the 
two Castiles; but apparently the nig- 
gardly rates of vellon commutation of 
silver gratutities by the Hospital de la 
Sangre—almost the only figures avail- 
able for these years— have distorted the 
Andalusian series. In 1655 the agio on 
silver in Old Castile and Leén was ab- 
normally high. With these exceptions, 


the depreciation of vellon in terms of sil- 
ver moved in unison in New Castile, Old 
Castile and Leén, and Andalusia. When- 
ever minor local or regional differences 
arose, they were promptly eliminated by 


arbitrage. Even such unbusiness-like 
and ultramundane institutions as con- 
vents, hospitals, and the colleges in the 


8 No quotations have been taken from printed 
sources; but the premiums published by José Garcia 
Caballero (Joseph Garcia Cavallero on the title- 
page), the chief assayer of the Castilian mints (09. 
cit., pp. 174-84), are the most complete and reliable 
quantitative data relating to any phase of money, 
prices, or wages in Spain that I have found in print 
during my research in these fields. Although frag- 
mentary and frequently inaccurate in terms of 
modern standards, for work published in 1731 Cabal- 
lero’s silver premiums are remarkably continuous 
and precise. 

Ignacio de Asso’s Historia de la economia politica 
de Aragon (Saragossa, 1798) is another outstanding 
product of eighteenth-century scholarship in Spanish 
economic history, distinguished by the wealth and 
the importance of its quantitative data. 
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University of Alcala de Henares fre- 
quently sent silver considerable distances 
to take advantage of a differential of 1.5 
to 3 per cent in the rate of premium.* 
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Chart I, suggest that the attempt to in- 
flate the 2-maravedi pieces by 300 per 
cent on November 11, 1651, proved 
abortive. Apparently, the owners of vel- 


TABLE 1 
PREMIUMS ON SILVER IN TERMS OF VELLON IN NEW CASTILE* 
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* A few data from Old Castile and Leén have been used to fill 
bundant and 


been interpolated in 1664-65, when they were a 


The failure of the premium to rise at 
the end of 1651 and the decline of the 
premium in February, 1652, shown in 


* AHN, Seccién V (Colegio mayor de San Ilde- 
Jonso), leg. 154; lib. 273, Clero: Logrofto, leg. 390; 
Clero: Madrid, leg. 715; Clero: Toledo, leg. 152. 


in the New Castilian series; and Andalusian premiums have 
oN a tcl cee tice Castle dons 


lon, who stood to gain nothing from the 
augmentation, were not willing to deliver 
it for restamping. Even less vellon was 
secured under the inflationary decree of 
October 21, 1654, when the owners were 
to lose half the nominal value of their 
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coins upon surrendering them. The de- 
flationary edicts of June 25 and Novem- 
ber 14, 1652, were nullified by the failure 
to pay a satisfactory indemnity to private 
owners for the decreases in the tariffs of 
their coins.*? In Old Castile and Leén 
silver commanded a premium of 56.25 
per cent by the first quarter of 1655; 
and in New Castile the agio rose to this 


silver in order to avoid losses from an- 
ticipated deflation forced the premium to 
87.5 per cent in April, 1659. Materializ- 
ing on May 6, the deflation reduced the 
premium to 50 per cent; but by April of 
the following year it had risen to 62.5 
per cent. Perhaps reflecting speculative 
anticipation of vellon inflation, the pre- 
mium sank to 50 per cent in August, 


CHART I 


| 
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PREMIUMS ON SILVER IN TERMS OF VELLON IN NEw CASTILE 


height in January, 1656, and remained 
there until January, 1658, when it ad- 
vanced to another plateau at 62.5 per 
cent. A pragmatic of October 30, 1658, 
provided for the restamping of copper 
1’s and 2’s to double their tariffs; and in 
December the premium reached 75 per 
cent, where it stood through March, 


1659. 
Feverish efforts to convert vellon into 


*s The pragmatic of October 21, 1654, explicitly 
recognized that the owners of vellon had not 
obeyed the orders to surrender it under the de- 
flationary decrees of 1652. 


1660. The publication of the inflationary 
decree of September 11 raised the agio 
to 56.25 per cent. 

The overissue of the milled rich vellon 
under the pragmatic of October 29, 1660, 
designed to rid the kingdom of monetary 
disorder, raised the premium on silver 
from 56.25 per cent in March, 1661, to 
81.25 per cent in February, 1662, whece 
it remained for fourteen months. The 
premium began to soar in April, 1663; 
and efforts to escape the impact of vellon 
deflation carried it to 150 per cent in 
September, 1664. The pragmatic of Oc- 
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tober 14, 1664, demonetizing pure copper 
vellon and calderilla and halving the 
tale of the milled rich vellon (that had 
been issued as a permanent remedy for 
monetary disorder) brought the premium 
down to 50 per cent; but by the middle 
of the following year it had shot upward 
to 100 per cent and by the close of the 
year to 125 per cent. The premium 
mounted irregularly to 187.5 per cent at 
the end of 1671 and held this position 
until September, 1674. Silver rose to 218 
per cent in January, 1678; maintained 
this level for twelve months; and soared 
to 237.5 per cent in August, 1679. Frantic 
efforts to convert vellon into silver to 
escape vellon deflation forced the agio 
from 237.5 per cent in November, 1679, 
to 275 per cent—the highest point ever 
reached—in January, 1680. 

The sharp deflation on February 11, 
1680, reduced the premium to 50 per 
cent; and it remained absolutely con- 
stant at this position until October, 
1686. When gold and silver were de- 
valued on October 14, 1686, the official 
premium on new reals, with their specie 
content cut by 20 per cent, was fixed at 
50 per cent; and the agio on old reals, 
which had commanded 50 per cent since 
1680, was raised proportionately, to 87.5 
per cent. To avoid inconvenient frac- 
tions in effecting exchanges, the legal 
premium on the old reals was raised to 
88.25 per cent on November 4, 1686. 
From 1686 through 1700 the premium on 
new reals in the open market was con- 
stant at so per cent; and the market 
premium on old reals—commoner by far 
than the new ones—ranged from 87.5 
to 88.25 per cent. 

The inflexibility of the premium in 
1686-1700 was due to the 20 per cent 
devaluation of silver on October 14, 
1686, and to the rigid limitation of the 
supply of vellon after May 22, 1680, 
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occasioned by the circumstance that 
little, if any, seigniorage was derived 
from its coinage. In fact, it was neces- 
sary to issue a decree on September 9, 
1680, forbidding “blacksmiths, copper- 
smiths, and others,” under a pena'ty of 
death and the confiscation of their goods, 
“to smelt or mutilate vellon money in 
order to manufacture copper objects or 
for any other purpose” ;** and on Febru- 
ary 8, 1684, the Council of State in- 
structed the Sala de Alcaldes de Casa y 
Corte to fix a ceiling on the prices of 
fabricated copper articles low enough to 
take away any possible profit from smelt- 
ing vellon coins.*’ Confirmation of the 
death penalty for destroying vellon coins 
to manufacture copper articles, on Feb- 
ruary 20, 1694,*°* suggests that copper 
was still being converted from monetary 
to industrial use. 


VI 


On March 8, 1625, a legal premium of 
10 per cent on silver in terms of vellon 
superseded the futile legislative efforts of 
the past quarter-century to hold vellon 
at par. With the gross overissue and fre- 
quent crying-up of copper money in the 
next fifteen years, the premium on silver 
in the market soared and pulled up the 
legal maximum rate to 50 per cent on 
September 7, 1641. When the tariff of 
vellon coins was cut sharply on Septem- 
ber 15, 1642, premiums on silver were 
prohibited ; but vellon did not rise to par, 
and the legal maximum of 50 per cent 
was promptly restored. On November 
14, 1652, Philip IV again outlawed pre- 
miums; but the experiment lasted only 
three days.*? 

84 AHN, Sala de alcaldes de casa y corte, lib. 1269¢, 
fol. 38. 

8s Jbid., fols. 30 ff. * Jbid., lib. 1279¢, fol. 55. 


87 AS, Tribunal mayor de cuentas, leg. 867; AHN, 
Coleccion de reales cédulas, tomo I. 
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The persistence of premiums at an 
illegal figure and a desire to prevent 
the concurrent inflation from driving 
them still higher evoked a radical in- 
crease in the sanctions on November 11, 
1651, when the pragmatic of 1641 fixing 
a ceiling at 50 per cent was confirmed. 
In addition to the loss of goods and 
citizenship for the first offense, noble- 
men became subject to six years’ im- 
prisonment and plebeians to a like sen- 
tence in the galleys; for the second 
offense the penalty for commoner or 
nobleman was death.** Yet on October 
22, 1656, the king informed the Council 
of State that “from everywhere comes 
news that the premium on gold and silver 
is being altered very considerably” and 
instructed the Council to propose a 
remedy.*? 

By January, 1656, the premium had 
reached 56.25 per cent; and by April, 
1659, it stood at 87.5. On August 7, 1659, 
public criers announced that the premi- 
um on silver might not exceed 50 per 
cent and that His Majesty was de- 
termined to enforce the pragmatic of 
November 11, 1651. Yet, acting under 
instructions from the president of the 
Royal Council on Finance (Real Consejo 
de Hacienda) to ascertain the going com- 
mercial premium on pieces of eight and 
to pay it in order to secure silver for the 
alley in “rich vellon,” the superintendent 
of the mint at Trujillo openly announced, 
on February 15, 1664, that the crown 
would pay a premium of 125 per cent!” 

Despite the heavy penalties, in only 
one month (August, 1660) in the twenty- 
one years from 1659 to 1679, inclusive, 
did the market premium fall as low as the 


88 AS, Tribunal mayor de cuentas, leg. 866. 

8 AA, Madrid, Moneda, 3-413-63. 

% AHN, Sala de alcaldes de casa y corte, 1245¢, 
fol. 161. 


% AS, Tribunal mayor de cuentas, leg. 875. 


legal ceiling. In about two-thirds of these 
years it was over three times the legal 
maximum; and in January, 1680, it 
jumped to five times as high. After the 
deflation of February 10, 1680, the pre- 
mium remained at or near the point 
fixed by the statute; but the small 
quantity of vellon in circulation and the 
devaluation of silver, not legal control, 
were responsible. 

The premium on silver measured the 
preference of businessmen for its relative 
stability and the convenience of hand- 
ling, storing, and transporting it. Too 
cheap to be counted in large trans- 
actions, vellon often passed (in bulk) 
by weight during the last three-quarters 
of the seventeenth century.” The great 
loss of time in handling vellon and of space 
in storing it were repeatedly pointed out 
by advocates of a silver or a bimetallic 
coinage. 

The difficulty of transportation alone 
rendered vellon a highly unsatisfactory 
medium of exchange. In August, 1653, 
the value ratio by weight of vellon to 
cheese (of the type consumed by seamen 
on treasure fleets) in Seville was 60.7 to 
100; of hens (counting the average weight 
at 4 pounds), 68.96 to 100; and of white 
wax candles, 265.06 to 100. In other 
words, a purchaser setting out to pro- 
cure 100 pounds each of cheese, hens, and 
candles would have had to carry 394.72 
pounds of vellon money! 


VII 


Monetary chaos may not have been 
“more destructive than the wars in 
Flanders,” as contemporary economists 
and statesmen contended; but it was a 
powerful deterrent of economic progress. 
While jealously eyed by all other world 


% AS, Contadurias generales: razén, leg. 274; 
AHN, Sala de alcaldes de casa y corte, lib. 1246¢e, fols. 
261-62. 
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powers because of her control over the 
Mexican and Peruvian mines, Spain saw 
the precious metals chased almost com- 
pletely out of circulation by an unstable 
and unwieldy medium of exchange. 
Many of the gold and silver coins that 
remained in use were sweated, clipped, or 
abraded. Money counterfeited at home 
and abroad was legitimized. Vellon was 
cried up and down, demonetized and re- 
monetized, in swift succession. New is- 
sues launched to end recognized chaos 
often heightened the confusion. Specu- 
lative anticipation of inflation and de- 
flation aggravated the evils they were de- 
signed to correct, and thus inevitably in- 
creased the shock when they material- 
ized. Solemn promises not to tamper 
with the currency were seemingly issued 
only to be broken. 

Vellon inflation carried into the seven- 
teenth century the great Price Revolu- 
tion generated by the influx of American 
gold and silver in the sixteenth. Some 
advantages accrued from the constant, 
and therefore predictable, rise in prices 
in the sixteenth century, when capital 
was scarce and unemployment chronic; 
but it was not so with the alternate in- 
flation and deflation of the seventeenth 
century. Commodity prices in Andalusia 
rose from 110.4 in 1641 to 131.6 in 1642, 
following the inflation of 1641; and in 
New Castile they fell from 183.4 in 1679 
to 99.5 in 1682, or by 45.8 per cent, after 
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the deflation of 1680. The numerous, 
sharp, and unpredictable fluctuations up- 
set calculations, stifled initiative, im- 
peded the vigorous conduct of business 
enterprise, and levied a heavy toll upon 
Spanish economic life. During the cen- 
tury of monetary disturbance the woolen 
industry at Toledo and the tonnage of 
vessels plying between Spain and the 
Indies declined by three-fourths. The 
population of peninsular Spain fell by at 
least 25 per cent; and such manufactur- 
ing centers as Segovia, Toledo, and Val- 
ladolid lost over half their inhabitants.®+ 
Decline was never more rapid than in the 
second half of the century, when mone- 
tary chaos reached its apogee. 

Hardly a year passed without the pres- 
entation of numerous memorials and 
proposals for reform to one of the royal 
councils; and few matters engrossed the 
attention of the crown and the Cortes 
(which might well have been devoted to 
the grave political problems of the Em- 
pire or to catastrophic retrogression at 
home) as did the derangement of vellon 
money and schemes for its rehabilitation. 
Although in many respects a result of 
economic decadence, monetary disorder 
was one cf the most potent factors in the 
decline of Spain. 
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% Earl J. Hamilton, “The Decline of Spain,” 
Economic History Review, VIII (1937-38), 170-71. 





MAN OF HIS CENTURY: A RECONSIDERATION OF THE 
HISTORICAL SIGNIFICANCE OF KARL MARX 


SOLOMON F. BLOOM 


I 


OME countries may escape the stage 
S of capitalism, and some may per- 


haps avoid socialism, but none has 
so far been able to escape a stage of 
“Marxism.” Each great cultural area 
of the globe seems fated to live through 
an absorbing and usually bitter contro- 
versy over the merits and relevance of 
the doctrines of Karl Marx. The pattern 
of this experience has by now become 
tritely familiar. The controversy is usu- 
ally preceded by a more or less prolonged 
period of neglect and indifference. At a 
moment of social stress the controversial- 
ists proceed to divide the nation into 
opposing camps, taking care to leave no 
articulate citizen uncommitted. The de- 
fenders, setting out from the premise 
that a literal acceptance of Marx’s writ- 
ings is somehow basic to the Socialist 
ideal, end up by incapacitating them- 
selves for independent judgment; and 
the orthodox literature tends to oscillate 
between the poles of eulogy and apology. 
The opponents undertake to question the 
validity of everything he asserted and 
the decency of everything he desired. 
This is done so thoroughly that nonbel- 
ligerent critics are moved to intervene, 
as Thorstein Veblen did once, with the 
suggestion that Marx was “neither igno- 
rant, imbecile,nor disingenuous” and that 
he ought to be interpreted as though he 
might make sense.' The period of “re- 
considering” him anew then begins. 
The United States has reproduced this 
pattern, but naturally in its own way. 
For a long time Marx was fairly ignored. 


* Thorstein Veblen, The Place of Science in 
Modern Civilization (New York, 1919), p. 437 2. 


This was, in fact, the last great country 
of the West to occupy itself at all serious- 
ly with his thought. Before the first 
World War, only a few academic people, 
German immigrant circles, certain Eu- 
ropeanized writers, and the small and un- 
influential Socialist party troubled them- 
selves about Marxism. If a few were in- 
terested, fewer still, were won over. 
Henry Adams thought he should have 
been a Marxist “by rights, but some nar- 
row trait of the New England nature 
seemed to blight socialism, and he tried 
in vain to make himself a convert.’”” In 
one of his less biting references to Marx, 
Mr. Justice Holmes wrote to Sir Freder- 
ick Pollock: “I have begun Karl Marx’s 
book, but although he strikes me as a 
great man I can’t imagine a combination 
less to my taste than Hegel and political 
economy.” This attitude was not un- 
usual in the more enlightened American 
community. 

The first World War forms the cul- 
tural watershed in this field, as in so 
many others. Specifically, it was the 
Bolshevik Revolution of November, 
1917, that brought the United States 
rather suddenly face to face with Marx- 
ism; but it is interesting to reflect, by 
way of contrast, that if Russia had not 
become aware of it some two genera- 
tions earlier the Revolution could hardly 
have taken a Marxist form. During the 
“normalcy” of the 1920’s, however, 
Marxism still remained an esoteric con- 
cern, for all the febrile activity of the 


* The Education of Henry Adams (New York, 
1918), p. 225. 

3 Holmes-Pollock Letters (Cambridge, 1941), 1, 
44. 
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Communists. Great men learn from the 
experience of others, but great countries 
apparently can learn only from their 
own. And so it was the consequences of 
the crash of 1929 and their coincidence 
with reports of the successful operation 
of the First Five-Year Plan in the Soviet 
Union that made Americans more sensi- 
tive to the attractions of Marxism, as it 
also made many of them responsive to 
New-Dealism, industrial unionism, and 
Townsendism. The doctrines of Marx 
were suddenly “taken up” with the in- 
tensity of a fad. Publishers, journalists, 
teachers, labor leaders, even clubwomen, 
discovered an interest in the materialistic 
interpretation of history, the theory of 
the class struggle and the “withering- 
away” of the state. “‘Dialectics’” almost 
became American idiom. But this fash- 
ion, like others, proved fickle; and pres- 
ently the Russian purges, our own mod- 
est recovery, and especially the Soviet- 
Nazi pact of 1939 brought about a con- 
siderable revulsion of feeling. From all 
sides, Marxism was quite as suddenly 
questioned, “autopsied,” revised. The 
wheel gradually swung full circle, and 
American opinion assumed an increas- 
ingly critical, and even hostile, attitude 
toward Marxism. That was the stage 
we had reached when Hitler invaded 
Russia. Our stake in that campaign and 
the extent of Russia’s resistance softened 
that attitude but could hardly reverse 
it. It was too soon, for one thing. There 
is an unwritten law of fashion that pro- 
hibits the early return of a recent favor- 
Ite. 

Now, in a sense, such treatment is high 
tribute to Marx. For it pits his thought 
not against that of other men but against 
history itself. His significance is judged 
in terms of events rather than of ideas, 
and interest in his doctrines fluctuates 
with the fortunes of economic life. At 
bottom, however, it is the treatment ac- 
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corded Christianity by King Clovis of 
the Franks. Pressed in battle, the King 
promised to be baptized if the Christian 
God helped him conquer. He conquered 
—and was converted. But the under- 
standing of Christianity was no more ad- 
vanced by the action of Clovis than the 
understanding of Marxism is deepened 
by following the shuttlecock of domestic 
and international affairs. 

Of course, the history and cultural 
peculiarity of the reaction of Americans 
to Marx does not exhaust his relevance 
to their country. We sense that strongly, 
and hence the question of his compara- 
tive pertinence to his age and our own 
must remain a concern of American 
thought for some time to come. Perhaps 
it is not necessary to review and assay all 
the wide-ranging work of Marx in order 
to indicate the implied historical change. 
It is not proposed here to discuss his the- 
oretical economics or to measure precise- 
ly his corrections of Hegelian “dialec- 
tics.” After all, it was hardly the aca- 
demic validity of any individual contribu- 
tion that persuaded the rest of the West- 
ern world and eventually also the United 
States to reckon with him. On the eco- 
nomic side it was rather the occasional 
striking appositeness of his diagnosis 
and prognosis of capitalism ; on the intel- 
lectual and spiritual side it was his 
broader reflections on the nature of soci- 
ety, culture, and the past and future path 
of historical development and, especially, 
the applicability of these reflections to 
the institutions and movements of his 
time. 

The followers of Marx were not, how- 
ever, content to look at him in this light. 
They did not represent his doctrines as a 
view of the world bearing the earmarks 
of a great epoch, or Marx as but another 
theorist and statesman. Instead, they 
insisted that he had propounded a meth- 
od of thought so novel and revolutionary 
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and so powerful that we could use it to 
control in large measure, as well as to 
explain, the stream of economic and po- 
litical events. Marx was pictured much 
in the role of a Vulcan who had forged a 
key to unlock the social secrets of the 
past and pry open the door of the future. 
In short, the world was asked to treat 
and accept Marxism as an internally 
consistent, all-inclusive, and fully ar- 
ticulated philosophy of man, society, 
and polity. 

It is interesting to re-examine this 
claim before employing the more cus- 
tomary technique of balancing contribu- 
tion against limitation and fitting him 
into the framework of his century. As a 
crucial test it may be sufficient to con- 
sider some of the more important consti- 
tuents of Marxism regarded as “‘system.” 
Historical materialism is the speculative 
premise from which other aspects of the 
“system” are derivations and conclu- 
sions; the Marxist conception of politics 
represents a most vital application to 
practical affairs; and the Marxist view of 
human character must reach close to the 
core of a system whose chief driving 
force is an attempt to reorganize society 
fundamentally and elevate the position 
of humanity. These three conceptions, 
then—of materialism, of the state, and of 
man—are not only intrinsically impor- 
tant; they are representative issues of 
Marxism. 


IT 


The economic interpretation of his- 
tory, broadly understood, is, of course, 
much older than Marxism. From Swift 
and Mandeville to Turgot and Smith, 
many leaders of the Enlightment under- 
lined the economic factor in human 
affairs. So vigorous, indeed, was this cur- 
rent that the eighteenth century must 
sometime appear to be more materialistic 
than the nineteenth. Marx refined that 
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interpretation, however, and—what is 
more to the point—employed it with 
great effect. He urged that the character _ 
of social and cultural life is shaped by the 
material forces of production. He drew 
a distinction between basic forces and 
“superstructural” ideas or institutions 
and, by implication, promised to explain 
their correlation. However, he never 
elaborated this view adequately, and 
each aspect of it has been the subject of 
an indecisive debate. 

As closely as one may get to them, the 
basic forces are a mixture of technologi- 
cal and social factors, which it is difficult ° 
to disentangle and isolate. The “eco- 
nomic structure” of society consists of 
the “sum total” of “the relations of pro- 
duction” that men perforce establish in 
social work. That is “the real founda- 
tion” of the legal and political “super- 
structure.” Yet that “real foundation” 
itself corresponds to—shall we say, rests 
upon?—‘‘a definite stage of development 
of their material powers of production.” 
It now appears that the “powers” of pro- 
duction are causally antecedent to its 
“relations.” In fact, when these “‘mate- 
rial forces” conflict with “the relations of 
production,” they proceed to overthrow 
the latter. That is what is meant by 
social revolution. But whatever its ulti- 
mate meaning, whether technological or 
social or both, “the mode of production 
conditions the general character of the 
social, political and intellectual processes 
of life.’’4 

The “general character” turns out to 
be a crucial phrase, for it is by no means 
clear that these “processes of life” rest 
definitely or wholly upon the method of 
production. One instance will perhaps 
suffice. In discussing the art of the an- 
cient Greeks, Marx acknowledged that, 
while there were limiting social condi- 

4 Karl Marx, Zur Kritik der politischen Okono- 
mie (Zurich, 1934), p. s. 
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tions for artistic expression (mythological 
epics, for example, are not usually pro- 
duced in an age of science), it was impos- 
sible to account for the greatness of clas- 
sical art by reference to the contemporary 
method of production. His explanation 
was, indeed, as far as possible from being 
materialistic: the Greeks belonged to the 
childhood of the human race; they were 
normal rather than “‘ill bred or preco- 
cious” children; childhood has an eternal 
charm; Greek art will therefore always 
appeal powerfully to men. Under the 
circumstances it was natural for Marx to 
make this comment: “It is well known 
that certain golden ages of art bear no 
direct relation at all to the general devel- 
opment of society, nor to its material 
foundation, the skeleton structure of its 
organization, as it were.” There is a 
similar remark, in the same passage, on 
the absence of correlation between pro- 
duction and legal relationships.’ In later 
years, Friedrich Engels, indeed, admitted 
in a letter to a friend that he and Marx 
“are ourselves partly to blame for the 
fact that our younger disciples at times 
place more weight on the economic side 
than is due it. We had to emphasize this 
central factor because it was denied by 
our adversaries and there wasn’t always 
time, place and opportunity to do justice 
to the other factors which participate in 
the reciprocal interaction.”® The residue 
of historical materialism appears to be, 
strictly speaking, a conviction of the 
close and frequent interaction of the ele- 
ments in society and a strong sense of its 
integral character. 

The theory found an immediate appli- 
cation in the division of history into great 
stages. The inheritance from Hegel at 
this point takes the form of intellectual 
entail; Marx takes over from his philo- 


5 Ibid., pp. 246-47. 


* Karl Marx and Friedrich Engels, Ausgewdhlie 
Briefe (Zurich, 1934), p. 376. 








KARL MARX: MAN OF HIS CENTURY 497 


sophical predecessor not only the view 
that each great epoch has a unity which 
may be reduced to a basic element, 
whether it be a Geist or a method of pro- 
duction, but also the actual division and 
sequence of the stages. This division 
appears to be the result rather of histori- 
cal induction than of theoretical deduc- 
tion: we meet the old familiar ages of the 
history books.’ But it is more revealing 
that Marx does not distinguish them in 
terms of comparable factors and does 
not clarify the manner of their change. 
The Asiatic stage rested on a communal 
economy but was uniquely characterized 
by biologic tribal bonds; moreover, it was 
a stagnant period (here Marx follows 
Hegel closely) and so belied the “dialec- 
tic” of constant social transformation.* 
The “ancient” stage rested on slavery 
and developed all the requisites of capi- 
talism; it did not reach the phase of in- 
dustrialism because the industrial arts 
failed to keep pace with the growth of 
commerce. There is no explanation of 
this interesting failure.’ If we appeal to 
Marx’s general theory, the famous state- 
ment in the Critique of Political Economy 
proves hardly helpful: “No social order 
ever disappears before all the productive 
forces, for which there is ROOM in it, have 
been developed ; and new higher relations 
of production never appear before the 
material conditions of their existence 
have MATURED in the woms of the old 
society [allemphases mine].’”° The terms 
I have placed in italics are sharp enough, 


1 Zur Kritik der politischen Okonomie, p. 6. 

* Karl Marx, Das Kapital (Hamburg, 1921-22), 
I, 298, 322-23. 

* Karl Marx, “Lettre sur le développement écono- 
mique de la Russie,” Le Mouvement socialiste, VII, 
969-72. The letter was reprinted in Ausgewdhlte 
Briefe, pp. 289-92. See also Das Kapital, III', 311, 
3%6-17; Karl Marx, Der Achisehnie Brumaire des 
Louis Bonaparte (Vienna, 1927), pp. 18-19; D. 
Ryazanov (ed.), The Communist Manifesto (New 
York, 1930), p. 289. 

%° Zur Kritik der politischen Okonomie, pp. 5-6. 
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but the terms I have put in capitals are 
too indefinite for either proof or disproof. 
Instead of clarification, we get ever more 
assumptions; like so many forks in the 
road, they make us uncertain of our di- 
rection. 

The next age of windmill, manor, and 
jord-serf relations supported Marx’s pur- 
pose a good deal more cogently, especial- 
ly in the manner of its death. The tran- 
sition from feudalism to industrial capi- 
talism involved, technologically, the ap- 
plication of new methods of production 
and, socially, the rise of new classes and 
new conflicts. Certainly, this view is 
considerably supported by western Eu- 
ropean, and notably British, experience. 
The question, however, is whether the 
pattern of four or five stages can be ac- 
cepted as a fair summary of history at 
large, beyond the West and beyond the 
last two or three centuries. The answer, 
it seems to me, must be in the negative. 
These stages do not appear outside of the 
West in anything like the prescribed 
order. Of this fact Marx himself was 
clearly aware. He expected India to pass 
from communalism to capitalism, leav- 
ing out feudalism and perhaps also an- 
other stage,“ and he considered that 
Russia had a good “chance” of develop- 
ing toward socialism without passing 
through capitalism.” We are driven to 
conclude that Marx regarded his theory 
of stages merely as a convenient state- 
ment of the “normal” sequence of soci- 
eties in Western areas; certainly, we 
must regard it in that light. 

Was that sequence “natural” and un- 
avoidable even in those areas? This 
raises the much belabored issue of inevi- 
tability. We may sum up the matter 


1 New York Tribune, June 25, 1853, p. 5; August 
8, 1853, P- 5- 

12 Marx discussed Russia’s future possibilities in 
the letter referred to in n. 9, above; see Ausgewdhite 
Briefe, p. 290. 


briefly by saying that, while the tone and 
implication of the Manifesto and of many 
of the well-known passages of Das Kapi- 
tal bespeak unqualified inevitability in 
the process of history and certainly in 
the collapse of capitalism and the rise of 
socialism, Marx’s analyses, particularly 
in his political pamphlets, of specific 
events and movements, past and present, 
frequently do justice to the importance 
of ideas, personalities, traditions, chance 
events—to historical circumstance in 
general. These factors represent rather 
generous discounting of a monistic 
theory. Indeed, Marx in several drafts 
of a letter, which was never actually sent, 
to Russian followers, insisted that capi- 
talism had arrived in western Europe not 
with the necessity of a “law” but cata- 
strophically and drew the correct infer- 
ence that no rules could be laid down for 
its arrival (he did not mention its depar- 
ture) there or anywhere else.*? In Marx’s 
universe there suddenly appeared a con- 
siderable Miltonic realm where 


Chaos Umpire sits 
and 


next him high Arbiter 
Chance governs all. 


Marx showed, on occasion, that he was 
aware of the serious implications of these 
reflections for his doctrines. He once 
denied quite specifically that he had pro- 
pounded—or had meant to propound—a 
set of laws of the process of capitalistic 
growth and its “negation,” laws valid for 
every society whatever. He would not 
have his outline of the origin of capital- 
ism in western Europe (in Das Kapital) 
transformed into “an _historico-philo- 
sophical theory of the general path fatal- 
ly imposed upon all peoples, whatever 


*3 These very significant, and largely ignored, 
drafts may be examined in “Vera Zazulich und Karl 
Marx,” Marx-Engels Archiv (Frankfurt), I (1925), 
318-40. 
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their historical circumstances.” His gen- 
eralizations, he went on to insist, consti- 
tuted no open sesame for unlocking social 
problems without considering historical 
differences."* It was, however, just such 
a passport that his followers thought 
they had inherited. Critics who rated 
Marx’s intelligence more highly and as- 
sessed his aims more shrewdly were sat- 
isfied that here was no new philosophy, 
and particularly no systematic philos- 
ophy of history. Benedetto Croce was 
not alone in his conclusion that historical 
materialism was not a philosophy but a 
canon of history. It was neither “a new 
a priori notion of the philosophy of his- 
tory, nor a new method of historical 
thought. .... ” As a canon, and one 
“most rich in suggestion,” it recom- 
mended that “attention be directed to 
the so-called economic basis of society, 
in order that the forms and mutations 
may be better understood.’** Historical 
materialism was also, as we shall see, a 
highly theoretical formulation of the 
“condition-of-Europe question,” to para- 
phrase Thomas Carlyle. 


III 


If the notion that methods of produc- 
tion shape society is ultimately the most 
important in Marx’s doctrine, the deriva- 
tive view that it determines political 
forms and action is of more immediate 
consequence. For Marx assumed that 
capitalism and the material requisites of 
the Socialist order were fairly accom- 
plished facts, at any rate in the countries 
which largely absorbed his interest. The 
stress must therefore be placed on the 
political:aspect of the transition to the 
Socialist society. 

As was his wont, he gave theoretical 
form to this highly practical problem. 

4 Ausgewéhlte Briefe, pp. 291-92. 


"5 Historical Materialism and the Economics of 
Karl Marz (New York, 1915), pp. 77-78. 
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Thus arose the familier “theory” of the 
state. There is a rather sudden remark 
in the third volume of Capital that 
the “form” in which surplus labor is 
squeezed from the workers determines 
“the political form of the relations of 
sovereignty and dependence, in short, 
the specific form of the state.’”’ Marx was 
quick to add that “this does not prevent 
the same economic basis from showing 
infinite variations and gradations in its 
[political?] appearance. This is due to in- 
numerable outside circumstances, natu- 
ral environment, race peculiarities, out- 
side historical influences, and so forth.’’** 
However this précis may be construed, 
Marx never implemented it by stating 
just what forms of the state were associ- 
ated with what “forms of exploitation.” 
And where does Marx’s characteristic 
remark that Great Britain was the ‘‘clas- 
sic’ economic country but France the 
“classic” political country’’ leave the 
formal relation between politics and eco- 
nomics? This paradox throws more light 
on his use of “‘classic’”’ than it does on 
political theory. The “classic” was pret- 
ty much the normal and understandable, 
a sort of epistemologic or pedagogic idea: 
British capitalism had traced a course of 
progress visible to the naked eye; the 
evolution of the French state had been 
drawn, particularly during the Revolu- 
tion, in sensational strokes that made it 
eminently comprehensible. However, 
Marx did not suggest economic reasons 
for the difference. He seems to have 
thought it unnecessary to do so—a very 
significant circumstance; but he appears 
to have underestimated the zeal of his 
followers in building a full-panoplied phi- 

*6 Das Kapital, IIl?, 324-25. 

"7 Tbid., I, vi, 682. Friedrich Engels once re- 
marked that, in the Communist Manifesto, France 
had been taken as the clearest prototype of the 
political development of the modern nation (Sém#- 
liche ee [Marx-Engels Gesamtausgabe, Part I), VI, 
$27 n.). 
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losophy of politics upon his suggestive 
descriptions of recent events in Western 
history. But then Marx, as he himself 
once protested, was not a Marxist. 

The theory of class struggle has stood 
the test of events better. In the leonine 
rhetoric of the Manifesto, “the history of 
all society has been the history of the 
struggle of classes.” Modern scholarship 
owes so much to the insight concealed in 
this doctrine that any brief appraisal 
must seem inadequate. But, like the 
effects, the sources of the class-struggle 
theory are richly varied. “Long before 
me,” Marx acknowledged, “bourgeois 
historians had described the historical 
development of this class struggle and 
bourgeois economists the economic anat- 
omy of the classes [in modern society].””** 
Indeed, the class terms and interpreta- 
tions were common coinage in the eight- 
eenth century. There was then talk of 
“factions” which turned out to be some- 
thing much like classes. Everyone who 
has looked at The Federalist papers will 
remember James Madison’s remarks: 
.... the most common and durable source of 
factions has been the various and unequal dis- 
tribution of property. Those who hold and 
those who are without property have ever 
formed distinct interests in society. Those who 
are creditors, and those who are debtors, fall 
under a like discrimination. A landed interest, 
with many lesser interests, grow up of necessity 
in civilized nations, and divide them into dif- 
ferent classes, actuated by different sentiments 
and views."? 


Madison, of course, desired a constitu- 
tion which would allay the pernicious 
and socially destructive effects of class 
struggles—it could not hope to repress 
the struggles themselves—whereas Marx 
would have interpreted the constitution 
as the inevitable expression of “faction- 
alism” or the domination of one of the 
“factions.” 

"8 Ausgewdhlte Briefe, p. 48. 

9 (Washington, D.C., 1937), p. 56. 


The more technical political conclu- 
sions that Marxists have drawn from the 
prevalence of class conflict have been 
perhaps as frequently belied by events as 
they have been confirmed. The deterior- 
ation of his doctrine has been pronounced 
at this point. Proletarian developments 
in Germany, Great Britain, and the 
United States have surprised the expec- 
tations of the followers of Marx rather 
unpleasantly, to say the least. Yet what 
other countries could have provided a 
better testing ground for his doctrines? 
If modern production indicated socialism 
as the optimum type of political organi- 
zation; if there arises a class whose stake 
is vitally bound up both with the ex- 
ploitation of advanced methods and with 
the establishment of socialism—the pro- 
letarians; and if their increasing class 
consciousness and political drive soon 
push them into power—the proletarian 
dictatorship; then these countries should 
have long ago experienced revolutionary 
proletarian rule and should now be Sv- 
cialist societies in which class distinctions 
have all but disappeared! 


IV 


Among the more neglected aspects of 
historical materialism is its implied view 
of man. It is generally accepted that 
Marx defended a primarily social inter- 
pretation of human character. Yet, hid- 
den in his thought, there are in fact two 
concepts of man, not clearly related to 
each other or even always distinguished, 
which he used in a convenient alterna- 
tion. One was social and relative, the 
other absolute and—I almost said— 
divine. “Historical’”” man was that in- 
finite succession of traits which are cre- 
ated and changed by environmental and 
social forces. ‘Generic’? man, the more 
enduring entity, stood for the distinctive- 
ly human endowments that are striving 
to be fulfilled: creative imagination, pur- 
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poseful activity, a drive to combine 
mental and manual work, and, perhaps 
derivatively, a tendency to social group- 
ing. Never yet completely realized, 
these traits are always latent. They in- 
here in and so define man.”° “Scientific” 
socialism has as its transcendent goal 
their full exploitation and flowering. 
This concept represented the ultimate 
criterion of civilization, and the basis for 
grading societies on the scale of progress. 
This concept, too, formed the framework 
of the ethical message of Das Kapital. It 
was the rational justification of the 
humanitarianism of Karl Marx. 

The humanitarian tendency may be 
allowed to speak for itself. The pertinent 
question is whether or not the theory of 
the two human facets contributes sub- 
stantially toward understanding man, 
especially in the contemporary circum- 
stances of social collapse, large-scale 
propaganda, and autocratic movements? 
The view that a wealth of traits are 
wholly conditioned by society (“histori- 
cal” man), while not original with 
Marx or with any other thinker, has 
been so influential that we have come to 
regard it as almost axiomatic; yet so in- 
fluential that it suggests a converse view 
that ideas play a considerable role in 
shaping society! Quite specifically, how- 
ever, the “historical” theory would lead 
us to expect, after a century of continual- 
ly growing industrialization in several 
countries, the emergence of the co-opera- 
tive man. For the machine involves the 
most extensive scheme of socialist inter- 
action, exchange, and interdependence 
that men have ever undertaken. Has 
this expectation been fulfilled? Certainly 
not conspicuously. The deepening racial 
hatreds of our day, the embattled and 
blatant chauvinisms which rend the 
world, hardly testify to the birth of a 


* See the present author’s The World of Nations 
(New York, 1941), pp. 2-4, 8-10. 
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new social man. These phenomena seem 
no less the product of industrialism than 
the attractive virtues visioned by nine- 
teenth-century optimists. Does it not 
then come to this, that Marx’s view of 
the feudal, bourgeois, or proletarian man 
goes further toward explaining the effect 
of fully formed societies at their point of 
maturity upon a particular group than 
the relations between society and man in 
general? The bourgeois type, for exam- 
ple, sums up the sharply etched tenden- 
cies impressed upon the middle class 
rather than the character of humanity as 
a whole in the era of the bourgeoisie. 
This limitation of the idea of “historical”’ 
man is especially apparent in a time of 
transition, when the old society disin- 
tegrates and the new is waiting to coagu- 
late. If the new social man is not yet 
clearly recognizable, the bourgeois of our 
day barely resembles the liberal, pro- 
gressive, and sanguine capitalist of the 
era of Cobden and Bright. Like Gustave 
Flaubert and, in a different setting much 
later, Sinclair Lewis, Marx painted the 
face not of the bourgeois in general 
but of the bourgeois triumphant. But 
neither Mme Bovary, Babbitt, nor the 
bourgeois of The Communist Manifesto 
can serve adequately as subjects for an 
“Essay on Man,” quite apart from their 
being somewhat dated. 

The “generic” traits form together a 
better approximation of man as such 
than do the “historical.” The difficulty 
from the point of view of a strictly mate- 
rialistic philosophy is rather obvious: 
Marx’s essential man is a deus ex machina 
thrust into the world by a socially un- 
conditioned fiat. The notion that “his- 
tory is nothing but a continuous trans- 
formation of human nature’ is invali- 
dated at once by this arbitrary act. The 
concept itself was bequeathed to Marx 
by his historical background and his cul- 

* Sémiliche Werke, V1, 207. 
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ture; it is a mixed product primarily of 
the rationalism of the Enlightenment 
and of the romanticism of the early dec- 
ades of the nineteenth century. Al- 
though the ingredients are varied, the 
result errs on the side of oversimplicity. 
Man has latterly come to be regarded as 
a somewhat more complex and, at some 
points, even inchoate being. His poten- 
tialities seem less pointed toward definite 
ends; subjective and emotional factors 
occupy a larger place. 

The fact is that the psychological side 
of the thought of Marx, who in this as in 
other matters reflected -urrent attitudes, 
is strikingly weak. I do 1i0t have in mind 
his almost consistent failure to under- 
stand and control his closest associates 
and followers. More important is the 
fact that humanity is pictured rather 
stiffly in his works. This does not di- 
minish, of course, their moral or satirical 
value; quite the contrary. The prole- 
tarians of Das Kapital are the attractive 
synthetic types which naturally people 
all tracts of social protest. Attacks 
against oppression and exploitation have 
never been based on a psychological 
study of the victims. It is proper also, 
given his aims, that Marx’s bourgeois 
should be caricatures of themselves. The 
Eighteenth Brumaire of Louis Bonaparte 
and The Civil War in France are effective 
political satires precisely because their 
victims are executed in black and white. 
But more colors and shades are needed 
to depict man—the whole man who is to 
sustain the weight of a new social order 
and civilization. 


Niniaaa V 

A certain disillusionment attends the 
effort to analyze negatively a great body 
of thought. When we are done and the 
object of criticism lies on the floor strewn 
in a dozen pieces, we may become un- 
easily aware, as the mystery writers say, 


of “somebody” in the room. The ghost 
of the philosophy still hovers about. 
Surely there is a residual cogency in the 
intellectual scheme of Marx. His inquiry 
into the ramifications of the profit mo- 
tive, his saga of the Faustian drive in 
capitalism, his conviction that the fate of 
the modern world will be decided in the 
West, his account of the recent course of 
economic progress, his overlooked at- 
tachment to the values of Western urban 
civilization—these and more are positive 
legacies. Nor can all the objections in 
the world erase the authentic force of his 
influence during the past century. A 
valid interpretation must jibe with that 
influence, while allowing for the dimin- 
ishing pertinence of his doctrine, and, as 
a first rule of criticism, it must permit 
his thought to appear plausible rather 
than extravagant, if possible. 

We may start with an assumption. 
Put aside the political striving of Marx; 
that is now a subject for historical evalu- 
ation. Look upon him not as a legislator 
of human destiny but, in a figurative 
sense, as a passionate actor and analyst 
of his time—of the early and middle dec- 
ades of the nineteenth century. His 
strong sense of contemporaneity, his all- 
absorbing concern with a prompt revo- 
lution in western Europe, and his most 
characteristic traits suggest him inevi- 
tably as the voice of his immediate world. 
A good many contradictions, fallacies, 
and inadequacies which clutter up Marx- 
ism regarded as a system disappear from 
Marxism regarded as a description of the 
problem and promise of modern indus- 
trialism and of its historical background. 
The fact that Marx thought, as he seems 
to have done, that his views formed a 
whole of larger, even universal, signifi- 
cance itself reflected the fashion and cui- 
ture of his day. It was quite natural for 
him to express himself in philosophical 
terms, to pass unconsciously from man 
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to Man and from workaday truth to 
Reality; he was, after all, trained in 
Germany to become a professor of phi- 
losophy, and his master was Hegel. The 
tendency to generalize characterized 
many another thinker of the century. 
Marx’s style and habit of mind need not 
deceive us into wrenching him from the 
framework of time and place, when, as a 
matter of fact, they help to define that 
very framework. 

What a man takes for granted may 
more quickly betray his cultural heritage 
than what he finds it necessary to dem- 
onstrate. To those who would enlarge 
his economic and political views into a 
philosophy of society and reality, the 
fact that he did not concern himself 
directly with the problem of human na- 
ture must surely be disquieting. But 
others will find it illuminating that Marx 
expected his readers to accept without 
question his ambivalent view of man. 
For them, as for him, that view was a 
portemanteau for many prevailing modes 
of thought. It reflected the theory of en- 
vironmental determinism, increasingly 
influential in that age. Yet it also man- 
aged to preserve much of the classical 
view of man as a simple addition of a few 
well-defined traits. It made room for the 
evolutionary idea propounded by Hegel 
in philosophy and later by Darwin in 
biology ; for the generic traits, while fixed 
in their essential character, would be 
exploited more fully as the environment 
was improved. There is, finally, in the 
“historical-generic” amalgam a clear 
strain of romanticism. Marx’s man is 
cast in noble and heroic mold; his capaci- 
ties are appraised with a sanguine eye; 
he is the core of the notion of progress. 
Some of the most influential ideas of the 
century are present here in solution. 
Marx’s attitude toward human nature 
shows how avidly he absorbed and as- 
similated, with greater catholicity than 
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consistency, the tendencies to which he 
was heir. 

~ Historical materialism belongs in a dif- 
ferent category from the concept of hu- 
man nature. On that subject Marx 
thought deliberately and with the self- 
consciousness of the pioneer. We have 
already suggested some of the weakness- 
es of his theory. It is remarkable, how- 
ever, that these weaknesses multiply 
directly with the geographic distance 
from western Europe, the socioeconomic 
distance from capitalism, and the tem- 
poral distance from the middle of the 
last century. This interesting circum- 
stance suggests that it may be advisable 
to regard the theory, apart from its value 
as a canon for the study of history, as an 
account of the rise and flowering of capi- 
talism, couched in the language dear to 
the heart of the Hegelian. Such an ap- 
proach may be richly supported. Al- 
though Marx stated his view in ambi- 
tiously comprehensive terms, he never 
established the correlation at all times 
between particular forms of production 
and noneconomic forces, such as, let us 
say, the development of science. He 
hoped, of course, that scientific contribu- 
tions would confirm his views, but only 
in the broadest possible sense. For exam- 
ple, he was glad to learn that Morgan 
had urged that the earliest human soci- 
eties were communistic, since it stamped 
communism as not only “natural’’ but an 
actual historical fact, in the past at 
any rate.* But such scientific “con- 
firmation” was hardly essential to his 
principal concern—the overthrow of 
capitalism. Would Marxists today 
abandon their socialist program because 
many modern anthropologists no longer 
subscribe to Morgan’s interpretation of 





* Lewis H. Morgan, Ancient Society (Chicago, 
n.d.), p. 537; and Engels, The Origin of the Family, 
Private Property, and the State (Chicago, 1902), pp. 
9, 10. 
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the early societies? The attempt to ap- 
ply closely the theory of Marx to the 
field of the physical sciences and to re- 
late closely socioeconomic and scientific 
developments is one of the most unfor- 
tunate aspects of recent Marxist discus- 
sions. 

But, while the more formal claims of 
historical materialism cannot be sub- 
stantiated, its special applicability to— 
or, perhaps better, its special derivation 
from—some important aspects of mod- 
ern European society are visibly appar- 
ent. The collapse of feudalism before the 
attacks of capitalism amply demon- 
strated the revolutionary role of com- 
merce; the supplanting of individual 
handicrafts by the division of labor and 
the machine illustrated the superior 
viability of the modern productive sys- 
tem; the readjustment of political, ec- 
clesiastical, and social institutions to the 
needs of capitalism underscored the pri- 
macy of the economic revolution in the 
Western world; the ever spreading wave 
of political revolutions in state forms, 
since 1776 and 1789, in the wake of eco- 
nomic advance, persuaded Marx and 
many other observers of the secondary 
and derivative character of politics. 

His political reflections also gain in 
substance when placed against the back- 
ground of western European practice. 
Whatever may be the fate of his imputed 
correlation between economics and poli- 
tics in general, he has undoubtedly pre- 
sented a convincing class interpretation 
of the modern history of British parlia- 
mentarianism, by pointing to connivance 
at the inclosure of common fields, the 
reactionary attitude toward social re- 
form, and the stress on imperialistic ex- 
pansion. Consider the contemporary 
realism of the oft quoted statement of the 
Manifesto that “the modern state author- 
ity is nothing more than a committee for 
the administration of the consolidated 
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affairs of the bourgeois class as a whole.” 
As a summary of the modern state from 
the fifteenth century onward, this sweep- 
ing assertion leaves much to be desired. 
But in 1847, when it was written, it was 
an apposite summary of British govern- 
ance: a small propertied electorate ruled 
through the elective committee of the 
Commons, although this body shared 
rule with the aristocratic upper house. 
Nor was the implied extension of this 
generalization beyond Great Britain un- 
reasonable, since its liberal, as distin- 
guished from democratic, parliamentary 
forms were soon copied in many parts of 
the Continent. 

There should be no need to insist that 
Das Kapital is more significant as a cri- 
tique of modern industrialism, especially 
in its earlier stages, than asa treatise on 
the nature of society. The reader will re- 
call Marx’s insistence that the various 
historical “laws” set forth in Das Kapital 
were intended to outline the actual 
course of capitalist accumulation, expro- 
priation, and development in western 
Europe, with no necessary “legal” con- 
sequences for other areas. The descrip- 
tive aspects of the book are, indeed, no- 
table from the account of the working 
day, division of labor, the introduction 
of machinery, and the rise of the factory 
to the illuminating outline, widely ac- 
cepted nowadays, of the process by 
which capitalism took hold of the British 
town and countryside. Indeed, in study- 
ing the history of Great Britain in the 
first half of the nineteenth century, it 
would not be safe to ignore Marx. The 
historical aspects of his principal work 
have largely stood the test of later in- 
vestigations. 

This analysis may be further extend- 
ed. The Marxian labor theory of value 
has not won wide recognition in academic 
circles but has nevertheless played a 
sizable role ia politics. It was an impor- 
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tant factor in that confluence of Marxist 
ideology with proletarian growth that 
explains, probably better than anything 
else does, the rise of modern socialism. 
The significance of Das Kapital in gener- 
al, whatever the final verdict on its scien- 
tific value, echoed powerfully, with 
voices like Shelley’s, the cry of the mod- 
ern proletarian: 


The seed ye sow, another reaps, 
The wealth ye find, another keeps, 
The robes ye weave, another wears, 
The arms ye forge, another bears. 


And if, as Lord Halifax once remarked, 
the best qualification for a prophet is to 
have a good memory, Marx might feel 
qualified to foretell the increasing misery 
of the working class, for he lived in the 
“hungry forties.” His notion that, as 
that class grows in numbers, its political 
consciousness and capacity must also 
grow was forcibly suggested by contem- 
porary movements such as Chartism. It 
is well to recall that, in the first half of 
Marx’s century, Great Britain possessed 
not only the most advanced industrial 
system but the most advanced, articu- 
late proletariat as well. The expectation 
that the socialist revolution would occur 
first in the most developed countries was 
not fantastic in a period when the British 
workers frequently engaged in directly 
revolutionary acts. 

It was, in fact, a striking pertinence to 
the contemporary scene that gave Marx- 
ism a pervasive and expanding influence. 
Marx’s account of the process of indus- 
trialization was so discerning and “ab- 
stract” in a realistic sense that it bore 
pointedly upon the history of any coun- 
try that might experience it. It is under- 
standable, therefore, that his ideas 
should have struck deepest root in the 
areas which reproduce most nearly the 
conditions of western Europe a century 
ago and more. Present-day Russia 


5°5 


springs to mind at once; but there are 
other instances as well. Indeed, a com- 
parison with the age on which the work 
of Marx was a commentary constitutes 
the starting-point for tracing the varying 
fortunes of his doctrines in particular 
countries. Such a comparison would 
lead us to divide the world into several 
kinds of regions with distinctive lines of 
development, distinctive backgrounds, 
and hence, also, distinctive reactions and 
immunities to Marxism. The Western, 
or, perhaps, the North Atlantic, world 
would have to be treated as a unit. It is 
at once the home of Marxism and the 
region which has traveled the greatest 
distance from the early industrialism 
which Marx recorded. It is here that 
Marxism has met the steepest obstacles 
and has revealed the greatest limitations. 
The contrasts a century has worked are 
as striking as the powerful resemblances. 

Karl Marx, then, is best understood 
as a classically rooted western European 
who functioned in a time when his area 
was the center of the whole world in a far 
greater degree than it is now; when 
Great Britain was the economic and po- 
litical model she has now long since 
ceased to be; when France was a reliable 
catalyst of revolution; and when a pre- 
dominantly agrarian society was emerg- 
ing into the phase of early industrialism. 
His views represent an authentic aspect 
of the culture of his day; his political pro- 
gram was naturally built around its pe- 
culiar conditions. Both his influence and 
the uneven pattern of his latter-day 
relevance derive largely from this cir- 
cumstance. Marx was born eighteen 
years after his century began, and he 
died seventeen years before it ended. 
His life-span fitted into it with a neat 
symmetry; his work and striving largely 
summed it up. 
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LONGSIDE the trend of thought . 
A linked with the French Revolu- 


tion, another important move- 

ment grew out of the industrial revolu- 
tion in England. Every year new 
technical processes were increasing the 
produciivity of industry. The equilibri- 
um of society was overthrown, to the 
detriment of the country districts and to 
the advantage of the towns, which were 
rapidly increasing both in number and 
in size. The workmen affected by the 
rapid introduction of machinery were in 
revolt against the novel conditions.” 
England was steadily moving away from 
the Continental type of agricultural na- 
tions, and this rapid process of differen- 
tiation demanded an explanation of its 
historical roots. “Why have not all civi- 
lized societies,” wrote Lord Lauderdale, 
“derived equal benefit from them [i.e., 
from new technical inventions}—and 
what are the circumstances that retard 
the progress of industry in some coun- 
tries, and that guide its direction in all?”’™ 

The tremendous leap in production, 
on the other hand, particularly during 
and after the Napoleonic Wars, resulted 
in a marked increase in trade and exten- 
sion of the world market. One of the con- 
sequences was the establishment of close 
economic and cultural contact between 

*9 Part I of this article was published in the Octo- 
ber issue. 

%” Elie Halévy, A History of the English People 
(“Pelican Books,”’ 1937), II, 79-80. 

%* James Lauderdale, An Inquiry into the Nature 
and Origin of Public Wealth (Edinburgh, 1804), p 
304. 
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western European capitalism and the 
more backward economies of southern 
and eastern Europe, South America, 
and, above all, Asia. A clear understand- 
ing by means of historical comparison 
was thus afforded of the different econom- 
ic systems still existing in different parts 
of the world and of the changeability of 
specific economic institutions; such as 
property. These new insights, together 
with the influence of the French Revolu- 
tion previously discussed,” inevitably 
led to a better understanding of the his- 
torical development of all social institu- 
tions and to the formulation of the in- 
ductive method in the field of history 
and economics, which in the field of his- 


tory is associated with the name of Au- 
guste Comte. 


The chief representative of evolution- 
ary ideas in the field of economics in Eng- 


™ Cf. Part I, pp. 384, 387. 

93 We need not spend any more time on Comte, 
because he made no contribution to the particular 
problem under discussion. In his remarks on the 
method of historical comparison he assumes the va- 
lidity of the same law of evolution for all peoples, 
since he holds that they all go through the same suc- 
cessive stages. His “three-stage” theory, however, 
has nothing to do with the succession of constantly 
higher, objective economic systems but deals only 
with intellectual advances. Man’s interpretation of 
facts advanced from the attribution of all phenome- 
na to supernatural agencies to the use of metaphysi- 
cal abstractions and finally to scientific laws of suc- 
cession and similitude. The “law’’ of the three stages 
is thus no historical law at all. It offers no causal, 
genetic explanation of development but merely a 
schematic description of historical sequences (see 
Comte’s Cours, Vol. IV, Lesson 48; Roger Maudit, 
Auguste Comte et la science économique (Paris, 1928], 
p. 89; Salomea Krynska, Entwicklung und Fortschritt 
nach Condorcet und A. Comte (Berne, 1908], p. 78). 
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land is the Reverend Richard Jones; but 
the way was prepared for Jones by the 
work of Sir James Steuart (1712-80), 
whose Inquiry into the Principles of Po- 
litical Economy reveals an evolutionary 
approach to economic problems. He ar- 
gues that the “speculative person” or 
theorist must use not only deduction but 
also the inductive method grounded on 
observation. On the one hand, he must 
consider the universal factors—he must 
“become a citizen of the world.” In 
analyzing individual branches of the 
economy—population, agriculture, trade, 
industry, interest, or money—he cannot 
remain satisfied with mere description, 
“the nature of his work being a deduc- 
tion of principles, not a collection of in- 
stitutions.” 

On the other hand, Steuart warns 
against too easy generalizations that are 
not properly based on experience, against 
the habit of running into what the French call 
Systémes. These are no more than a chain of con- 
tingent consequences, drawn from a few funda- 
mental maxims, adopted perhaps... . rash- 
‘ 97 If one considers the variety . .in 
different countries, in the distribution of prop- 
erty .... of classes, [etc.]....one may con- 
clude, that . . . . principles, however, universal- 
ly true, may become quite ineffectual in prac- 
tice.% 


Political economy must be adjusted to 
these differences. That is why, in ap- 
proaching political economy, Steuart 
conducts “himself through the great 
avenues of this extensive labyrinth” of 
facts “by this kind of historical clue” ;% 
and he promises to treat the subject “‘in 
that order which the revolutions of the 
last centuries have pointed out as the 
most natural.’’*°° 


% London, 1767. 

9S Inquiry into the Principles of Political Economy, 
I, 3. 

% Ibid., Preface, p. viii. 

* Ibid. p.3. %° Ibid., p. 16. 


97 Tbid., p. ix. 
10° Tbid., p. 150. 


In the second chapter of Book I, en- 
titled “Of the Spirit of a People,” Steu- 
art offers a sketch of the historical de- 
velopment of Europe “from the experi- 
ence of what has happened.’”** The 
“great alteration in the affairs of Europe 
within these . . . . centuries, by the discov- 
ery of America and the Indies,” namely, 
the rise of industry and learning and the 
introduction of trade, led to the “‘dissolu- 
tion of the feudal form of government”’ 
and the introduction of “civil and do- 
mestic liberty.’”** These, in turn, “pro- 
duced wealth and credit, these again 
debts and taxes; and all together estab- 
lished a perfectly new system of political 
economy.’”*3 All these factors “have en- 
tirely altered the plan of government 
everywhere. From feudal and military, it 
is become free and commercial.” 

The social transformation has led, in 
turn, to corresponding changes in “the 
manners of Europe’’;**S and the two to- 
gether are changing the spirit of the peo- 
ple, slowly to be sure, but nonetheless 
unmistakably, when we compare any two 
succeeding generations.’ 


The “sociologizing” of economic cate- 
gories and institutions was carried 
through still more penetratingly and 
systematically by the Reverend Richard 
Jones (1790-1855), a man who has not 
been properly appreciated except by 
Marx.**’ Jones was the first Englishman 


rt Tbid., p. 16. 

10 Tbid., p. 150. 195 Jbid., p. 11. 

13 Tbid. \ 6 Ibid. 

07 Marx’s evaluation is restated by R. Hilferding, 
“Aus der Vorgeschichte der Marxschen Oekonomik : 
Richard Jones,” Die neue Zeit, XXX, Part I (1900), 

434-545 and by Erich Roll, A History of Eco- 
nomic Thought (London, 1938), pp. 309-16. We 
have already noted that Marx never claimed credit 
for having first introduced the historical factor into 
political economy. He pointed, besides Sismondi, to 
two men: James Steuart (1767) and, even more im- 
portant, Richard Jones (1831), who, though ignorant 


104 Tbid., p. 10. 
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to criticize the classical economists from 
the standpoint of the historical school. 
He sharply attacked their attempts to 
deduce economic laws valid for all times 
and all countries. He wrote: 


We must get comprehensive views of facts, 
that we may arrive at principles which are tru- 
ly comprehensive [If] we determine to 
know as much as we can of the world as it has 
been, and of the world as it is, before we lay 
down general laws as to the economical habits 
and fortunes of mankind or of classes of men: 
there are open to us two sources of knowledge, 
—history and statistics, the story of the past, 
and a detail of the present condition of the na- 
tions of the earth. [On the other hand,] if we 
take a different method, if we snatch at general 
principles, and content ourselves with confined 
observations, two things will happen to us. 
First, what we call general principles will often 
be found to have no generality ... . at every 
step of our further progress, we shall be obliged 
to confess [that they] are frequently false; and, 
secondly, .. . .*%8 


Jones was especially sharp in his criticism 
of the supposed universality of Ricardo’s 
laws. He held that they have but limited 
historical validity, specifically only where 
Ricardo’s presuppositions agree with the 
actual conditions. They are valid neither 
for the past nor for the future, because in 


of the Hegelian dialectic, was thoroughly familiar 
with the historical conditions of earlier epochs and 
with the economic conditions of the backward 
spheres of eastern Europe and Asia. Richard Jones, 
a friend of Malthus and his successor as a professor 
of economics at East India College, Haileybury, was 
an expert on Asiatic conditions, particularly in In- 
dia, Persia, and Turkey. In his Essay on the Distri- 
bution of Wealth (London, 1831), Book I, “Rent,” 
Jones lists as source of his historical analysis in an 
appendix a copious literature about Asiatic and 
South American countries. Particularly amazing is 
the knowledge of Asiatic economic conditions that 
Jones revealed in a work published twenty years 
later, Textbook of Lectures on the Political Economy 
of Nations (Hertford, 1852). 


18 Richard Jones, An Introductory Lecture on Po- 
litical Economy [1833], cited from Literary Remains 
Consisting of Lectures and Tracts on Political Econo- 
my, ed. William Whewell (London, 1859), pp. 569- 
70. The extracts given above have been rearranged 
somewhat. 
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different epochs the conditions change 
and no longer coincide with Ricardo’s 
premises.*°? 

This approach is genuinely epoch- 
making when contrasted with the “eter- 
nal” laws of the classicists. Just before 
the publication of Jones’s major work,” 
his friend William Whewell hailed him 
as the founder of the inductive system of 
political economy, in contrast to Ricar- 
do, the master of the deductive method, 
and expected that Jones’s book would 
faire époque. Actually, the work received 
scant notice. Among the classical econo- 
mists, only McCulloch gave it some at- 
tention, and he dismissed it as “‘super- 
ficial” and unimportant. John Stuart 
Mill describes Jones’s Essay on Distribu- 
tion as a “copious repertory of valuable 
facts on the landed tenures of different 
countries”; Jones’s evolutionary ideas 
are not mentioned.™ Much more recent- 
ly Béhm-Bawerk, in his history of eco- 
nomic theory, the third German edition 
of which appeared in 1914, that is, after 
the publication of Marx’s study of Jones 
in his Theorien ueber den Mehrwert, could 
not say more than that Jones “adds 
nothing important to our knowledge.” 
Marian Bowley disposes of him briefly 
by saying that he “looked upon sociology 
as a branch of economics, thus revising 
Comte’s treatment of economics as a 

709 A theory of rent, for instance, based on the 
English type of land system, which assumes individ- 
ual ownership and free competition, cannot be ap- 
plied to oriental societies, in which joint ownership 
and absence of competition are the rule. 

110 Fssay on the Distribution of Wealth and the 
Sources of Taxation (London, 1831). 

"11 Principles of Political Economy (Ashley ed., 
1909), Pp. 252. 

12 B6hm-Bawerk, Geschichte und Kritik der Kapi- 
talzinstheorien (Innsbruck, 1914), I, 123; see also the 
recent monograph of Hans Weber, Richard Jones, 
ein frueher englischer Abtruenniger der klassischen 
Schule der Nationalockonomie, ed. M. Saitzew (Zu- 
rich, 1939); and Karl Marx, Theorien wdéber den 
Mehrwert, Vol. III. (3d ed.; Stuttgart, rorg), cited 
below as M ehrwerttheorien. 
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branch of sociology,” and that he “criti- 
cized the classics for ignoring the relativ- 
ity of economic laws.’**3 

Though Jones’s influence on his imme- 
diate contemporaries was thus slight, he 
exercised a powerful indirect influence 
through Marx. He is one of the few econ- 
omists of whom Marx speaks with deep 
acknowledgment, despite the fact that 
Jones, a friend of Malthus, was very con- 
servative in his political thinking and re- 
jected Ricardo’s doctrine of the opposi- 
tion of class interests in favor of a faith 
in class harmony." Marx recognized the 
limited bourgeois character of Jones’s 
horizon but called him the last represent- 
ative of the “true science of political 
economy’”“5 and made a special analysis 
of each of his major works; we find in this 
analysis frequent references to Jones’s 
superiority over the classical econo- 
mists.”° 

Jones was not a theorist in the classi- 
cal sense of developing categorical con- 
cepts by sharp, logical deduction from a 
given set of presuppositions. He was a 
historian. But, unlike the discredited 
school of Roscher, who substituted for 
theoretical laws an unthinking, chrono- 

™3 Nassau Senior and Classical Economics (Lon- 
don, 1937), p. 40. We have already called attention 
to Erich Roll’s discussion of Jones, which does bene- 
fit from Marx’s analysis but does not discuss Jones’s 
position with respect to our particular problem. Mr. 
Nai-Tuan Chao’s thoroughgoing thesis, Richard 
Jones: An Early English Institutionalist (New York: 
Columbia University, 1930), deals only with Jones’s 
system of political economy: his theory of produc- 
tion and distribution, theory of rent, wages, and 
profit (pp. 45 ff.). Jones’s evolutionary theories, par- 
ticularly his theory of the succession of economic 
stages, are not mentioned. 


™ Jones, Essay on the Distribution of Wealth, p. 
328. 


™S Marx, Mehrwerttheorien, III, 489 and 491. 


16 E.g., “Jones represents a fundamental advance 
over Ricardo” (p. 454); “Here is where Jones’ supe- 
nority is strikingly brought out” (p. 453); “We see 
what a great leap it is from Ramsay to Jones” (p. 
490). Altogether, Marx devoted seventy pages to 
the discussion of Jones (see ibid., pp. 450-520). 


logical accumulation of unanalyzed de- 
scriptive material, Jones considered it his 
function to test and correct the prevalent 
theories against actual historical de- 
velopments and to formulate concrete 
experience into new theoretical view- 
points and categories. With Thomas 
Hodgskin, for example, he was one of the 
earliest opponents of McCulloch’s wage- 
fund theory, which held that there is a 
special fund of fixed magnitude for the 
employment of workers. Unlike Hodg- 
skin, however, whose critique (1825) of 
this theory was a beautiful exercise in log- 
ic, Jones went to history to show that such 
a wage fund never really existed in fact. 
Quite the contrary, given a fixed amount 
of capital, there is continual fluctuation 
between its constant (for machines and 
raw material) and its variable (for 
wages) elements.’ To this important 
theoretical conclusion Marx appended 
the gloss: “This is an important point” ;"* 
and he developed it still further in critical 
opposition to the classical school in 
a chapter on “The So-called Labor 
Fund.’”*® 

Jones went still further. Whereas the 
wage-fund theory held that there is a 
rigid law of wages, that is, that wages can 
rise only if the number of worker de- 
creases or if the amount of capital in- 
creases,° Jones showed by historical 
evidence that it is possible—and at given 
historical moments it actually occurs— 
that “great fluctuations in the amount of 


17 Jones, Introductory Lecture on Political Econo- 
my (London, 1833), p. 52: “The amount of capital 
devoted to the maintenance of labor may vary, in- 
dependently of any changes in the whole amount of 
capital.” Here, and in nn. 121 and 126, I cite from 
the rare first edition because the chapter involved is 
not reprinted in the Literary Remains. 

"18 Mechrwerttheorien, III, 476. 

«19 Capital (“Modern Library” ed.), I, 667: “It 
has been shown in the course of this inquiry that the 
capital is not a fixed magnitude.” 

1° McCulloch, Discourse on Political Economy 
(Edinburgh, 1825), pp. 61-62. 
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employment, and great consequent suf- 
fering, may sometimes be observed to 
become more frequent as capital be- 
comes more plentiful.’’* This happens 
in the “periods of transitions of the la- 
borers from dependence on one fund to 
dependence on another,” that is to say, 
in the period of the transition from an 
economy of independent peasants and 
handicraftsmen to a system in which 
those groups become a propertyless pro- 
letariat. Such a “‘transfer”—the loss of 
economic independence through the loss 
of ownership of the means of production 
—obviously cannot be accomplished 
without serious disturbances.“* Marx 
commented that Jones had here hit upon 
the germ of the idea of “primary accu- 
mulation,” that is, the antecedent of 
capital formation, and had thus begun 
the necessary process of replacing the 
“absurd” and rationalistic notion of capi- 
tal formation through “savings” by a 
more realistic and historically correct 
view."*4 

Even more important insights into the 


11 Introductory Lecture on Political Economy 
(London, 1833), p. 52. 


12 “Transfer of the laboring cultivators to the 
pay of capitalists .. . . transfer of non-agricultural 
classes to the employ of capitalists” (ibid., pp. 52- 
53). 

183 Ibid. The uprising of propertyless peasants in 
Norfolk, in the middle of the sixteenth century, 
when enclosures were made on a tremendous scale, 
is well known. This uprising was crushed, and “mul- 
titudes of di and impoverished villagers 
flocked to the towns” (H. de B. Gibbins, The Indus- 
trial History of England (London, 1910], pp. 88-89). 
it is not hard to see why just in this period occurs 
for the first time in history the application of the 
word “proletarii” in the modern sense, to denote 
propertyless day laborers, wage-workers, and 
“poore husbandmen”’ as a “fourth sort or classe’’ of 
society (see Sir Thomas Smith, De republica An- 
glorum, a Discourse of the Common-wealth of England 
(first published 1583; written about 1565), ed. L. 
Alston, with a Preface by F. W. Maitland (Cam- 
bridge, 1906), Book I, chap. xxiv. 

144“What Jones calls ‘Transfer’ is what I call 
‘primary accumulation’’’ (Marx, Mehrwerttheorien, 
ITI, 477). 
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historical roots of the capitalist system 
are to be found in Jones’s discussion of 
various systems of production. He was 
well aware of the fact that different sys- 
tems have succeeded one another in the . 
past; and he sought to work out their es- 
sential characteristics. The decisive fac- 
tor in differentiating these various sys- 
tems is the way in which human labor is or- 
ganized. As this factor changes, the 
whole economic system changes. That is 
why Jones does not follow a chronological 
arrangement in describing the succession 
of economies but begins with the capital- 
ist system as a yardstick with which to 
measure and differentiate earlier sys- 
tems. 

Like Sismondi, he considered the 
“transfer,” i.e., the separation of the 
once independent producers (peasants 
and craftsmen) from their means of pro- 
duction, to be the necessary historical 
precondition for capitalism. Through the 
“transfer” process they became wage- 
workers dependent on the capitalist. 
“The first capitalist employers,” he 
wrote, “those who first advance the 
wages of labor from accumulated stock, 
and seek....profits....have been 
ordinarily a class distinct from the la- 
borers themselves.’’*S This development 
had so far been limited pretty much to 
England,” and even there it was his- 
torically a late phenomenon.’ In the 
previous centuries the handworkers were 
supported not by the advances from 
capital but by land revenue, “the sur- 
plus produce” of the land.™* This sur- 
plus produce “may be handed over to 
individual landowners” or it “may be 
paid to the State.’”’*® In the latter case 

"38 Jones, Textbook of Lectures on the Political 
Economy of Nations (Literary Remains, p. 444). 

126 Jones, Introductory Lecture (London, 1833), P- 
52. 

"27 Textbook, p. 454. 


128 Thid., p. 440. 129 Ibid., p. 440. 
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“the wages of such workmen were de- 
rived directly from the revenue of their 
great customer, and not from an inter- 
mediate class of capitalists,” and it “is 
in Asia that we observe this particular 
fund....in full and continued.... 
predominance.””*3° In Europe the num- 
ber of workers paid out of land revenues 
is still large, but no longer predominant, 
and “in England itself, .... the body is 
comparatively small.’’™ 

Jones shows the superiority of the 
capitalist system over preceding forms. 
In China and throughout the East, for 
example, tailors and other artisans wan- 
der all over the city, day in and day out, 
seeking work in their customers’ homes, 
and thus waste a great deal of time, while 
under capitalism the workers became 
sedentary and “can now labor continu- 
ously.” Finally, on this basis, where one 
capitalist employs many workers, an 
organized division of labor becomes pos- 
sible.*3? 

It is on the basis of such concrete his- 
torical material that Jones developed his 
idea of the sequence of economies through 
which every nation must pass, though at 
different tempos according to their vary- 
ing conditions. After a given economy 
becomes dominant, it begins to lose that 
position while still remaining very wide- 
spread, and it slowly becomes more and 
more subordinate to a new form. When 
Jones says that “England is much in ad- 
vance of other nations,” he does not 
mean that English conditions are better 
but merely that, “in arriving at our pres- 
ent position, we have passed through 
and gone beyond those at which we see 
other nations The future of all 
other people will, however, at some time, be 
like our present.” This succession theory 
has exceedingly broad implications, as 


‘8 Ibid., pp. 442, 444. ‘8! Ibid., p. 443. 


'3 Tbid., PP. 395, 396, 397, 455- 
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he himself recognized: “The prophecy is 
bold.’"53 Following Condorcet, he sees 
an easier road ahead for the younger na- 
tions. They have “better hopes for the 
future” because, “if they assume our 
economic organization and power, [they] 
may escape many of the evils that have 
afflicted our progress, or from which we 
suffer now.’’*34 

Jones goes still further. Not only does 
he predict that every nation must ulti- 
mately attain the highest economic form 
so far developed—capitalism—but he 
sees the possibility of still further de- 
velopment in the future to a socialized 
form of production in which the separa- 
tion of the wage-worker from the means 
of production will be ended. Capitalism 
is thus a historical and transitory, though 
necessary, stage on the road to a more 
advanced economy of the future. 

....a State of things may hereafter exist, and 
parts of the world may be approaching to it, un- 
der which the laborers and the owners of accu- 
mulated stock, may be identical ; but in the prog- 
ress of nations, which we are now observing, this 
has never yet been the case (The present 
system in which a body of employers pay the 
workers by advances of capital]... . may not 
be as desirable a state of things as that in which 
laborers and capitalist are identified; but we 
must still accept it as constituting a stage in the 
march of industry, which has hitherto marked 
the progress of advancing nations.*ss 


Having shown the way in which histori- 
cal economies succeed one another, Jones 
then tried to differentiate those elements 
in the economy which are particularly 
active and decisive in the process of 
transformation from the more passive 
and secondary ones. He was not inter- 
ested in the traditional categories of 
political economy—profit, rent, wages, 
etc.—but in the changes in production 
in so far as they influence the growth of 


'33 Introductory Lecture, pp. 558-59. Italics are 
mine. 


1384 Textbook, p. 412. 135 [bid., p. 445. 
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productive power and the character of 
the economy itself. His study of history 
led him to the conclusion that “changes 
in the economical structure of nations” 
teach us to understand the secrets of an- 
cient and of modern history; on the 
other hand, that changes in the structure 
of the economy are closely linked with 
changes in the institution of property 
and that the differing property relations 
correspond to different stages in the de- 
velopment of productive power."*’? For 
Jones, therefore, the 


economical structure of nations [is made up of] 
the relations between the different classes 
which are established in the first instance by 
the institution of property in the soil, and by the 
distribution of its surplus produce; afterwards 
modified and changed (to a greater or lesser ex- 
tent) by the introduction of capitalists, as 
agents in... . feeding and employing the labor- 
ing population. An accurate knowledge of that 
structure can alone give us the key to the past 
fortunes of the different people of the earth, by 
displaying their economical anatomy,and show- 
ing thus, the most deeply-seated sources of their 
strength, the elements of their institutions, and 
causes of their habits and character. It is thus 
we must learn the circumstances which divide 
them into classes.*3* 


In other words, the economic struc- 


ture, as thus defined, is the key to social 


relationships: 


136 Introductory Lecture, p. 561. 
137 Marx, Mehrwerttheorien, III, 452. 


138 Introductory Lecture, p. 560. With the expres- 
sion “economical anatomy” Jones foreshadows the 
famous phrase of Marx in the Preface to the Critique 
of Political Economy (1859) that legal relations and 
forms of state cannot be understood by themselves 
and that they are rooted in material conditions of 
life, that “the anatomy of the civic society is to be 
sought in political economy.’”’ It was Sir William 
Petty who first (1672) introduced the expression 
“political anatomy” to denote the knowledge of the 
economic structure of a country, its “Symmetry, 
Fabrick and Proportion,” as the basis for under- 
standing the “Body Politick”’ (see “Political Anato- 
my of Ireland,” in The Economic Writings of Sir Wil- 
liam Petty, ed. Charles H. Hull (Cambridge, 1899], 
I, 129). 
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There is a close connection between the eco- 
nomical and social organization of nations 
Great political, social, moral, and intellectual 
changes, accompany changes in the economi- 
cal organization of communities 
changes necessarily exercise a commanding in- 
fluence over the different political and social 
elements to be found in the populations where 
they take place: that influence extends to the 
intellectual character, to the habits, manners, 
morals, and happiness of nations."39 

As communities change their powers of pro- 
duction, they necessarily change their habits 
too. During their progress in advance, all the 
different classes of the community find that they 
are connected with other classes by new rela- 
tions, are assuming new positions, and are sur- 
rounded by new moral and social dangers, and 
new conditions of social and political excel- 
lence.'4° 


This superstructure, in turn, “reacts on 
the productive capacities of the body.’"* 

Only after he has shown the historical 
relationship of capitalism to earlier sys- 
tems does Jones turn to the problem of 
modern land rent. Here, too, he resorts 
to historical study and shows how mod- 
ern ground rcnt developed out of earlier 
forms. Rent tekes on a completely dif- 
ferent chara.ver within each economy. 
In one case it is the dominant institution; 
in another it becomes subordinate to 
capital, and the landowning class no 
longer participates directly in produc- 
tion. Jones differentiates five historical 
types of rent: (x) labor rent, i.e., slave 
and serf rent; (2) intermediate form of 
rent, which is the transition from type 1 
to type 3; (3) rent in kind; (4) money 
rent of the precapitalist period; and, 
finally, (5) in the capitalist period, farm- 
er’s rent (in the Ricardian sense). The 
latter differs from all others and can exist 
only in a society based on the capitalist 
mode of production, because rent, as a 
surplus above the average profit, re- 
quires as its precondition the develop- 


139 Textbook, pp. 405-6. Rearranged. 
14° Tbid., pp. 410-11. 141 Tbid., p. 406. 
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ment of the industrial average-profit 
rate. In sum, every specific form of prop- 
erty has its corresponding form of labor 
and of rent.*# 

Jones rejected Ricardo’s theory of a 
“continuous diminution in the returns to 
agriculture and of its supposed effects on 
the progress of accumulation.’"*3 By his- 
torical illustrations he showed that rents 
were actually highest in countries where 
agriculture was very productive, and he 
thus destroyed the historical basis of 
Ricardo’s theory of rent. As the classical 
theory of profits and wages was.closely 
connected with the theory of rent, the 
collapse of the latter endangered the 
classical theory as a whole. 

It is not hard to see why Jones earned 
the enmity of the classical schgol and, on 
the other hand, the strong approbation 
of Marx. Jones, the latter wxote, is char- 
acterized , 
by that which all English economists since Sir 
James Steuart have lacked, namely,.a sense for 
the historical differences in mgades of produc- 
tion. . . . .244 

What distinguishes Jone’ *om the other 
economists, except for Sismondi, is that he em- 


phasized the social determination [Formge- 
stimmtheit] of capital as the essential factor.*45 


ws 


Probably the highest praise Marx could 
give Jones was to contrast his presenta- 
tion of genetic developments with Ricar- 
do, who “developed nothing.’ 

It is worth noting here the emphasis 
placed by John Stuart Mill on the in- 


*# Essay on the Distribution of Wealth, pp. 185, 
188. 
: Marx (Mehrwerttheorien, III, 452) points out that 
in Jones’s work On Rent (1831) he starts with the 
different forms of real property, whereas two years 
later in his Syllabus (1833) he analyzes the different 
forms of labor that correspond to those types of 
property. 

43 Jones, Essay on the Distribution of Wealth, 
p. xiii. 
*4 Mehrwerttheorien, III, 450. 
"5 Ibid., p. 484. 
"4° Ibid., pp. 451, 26, and passim. 
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tellectual backwardness of England— 
the country which in his judgment was 
“usually the last to enter the general 
movement of the European mind.”"4’ 
Mill underscored the charge that, where- 
as “the doctrine that . . . . the course of 
history is subject to general laws... . 
has been familiar for generations to the 
scientific thinkers of the Continent” 
[France], it was opposed in England well 
into the second half of the nineteenth 
century because it “conflicted with the 
doctrine of Free Will.’*** The fate of the 
new science of geology is particularly re- 
vealing in this context. The foundation 
for a rational evolutionary system of ge- 
ology was laid in Italy by Generelli (a 
Carmelite friar) in 1749; in France by 
Desmaret (1777) and Lamarck (1802); in 
England by Hutton (1785). Hutton, 
however, was accused of heresy; evolu- 
tionary ideas were condemned as in- 
compatible with the biblical account of 
Genesis. 

It was in such an antievolutionary at- 
mosphere that Jones, like Sismondi be- 
fore him, had the courage to attack the 
whole structure of the classical econo- 
mists, not merely specific doctrines, and 
to cast doubts upon the permanence of 
the capitalist system. Their critique of 
the existing economic order, their em- 
phasis upon its historical, transitory 
character was considered a heresy, which 
could not be forgiven. As theorists, both 
men were ignored by the representatives 
of the dominant school and left in ob- 
livion for nearly a century. 


It is apparent that by the time Karl 
Marx (1818-83) began his work, in the 
forties of the last century, the application 
of evolutionary concepts to economic in- 
stitutions and the formulation of the doc- 


147 A System of Logic Ratiocinative and Inductive 
(8th ed.; New York, 1900), p. 643. 


+48 Tbid., p. 644. 
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trine that economic systems are histori- 
cal in character had been basically ac- 
complished. Marx himself pointed that 
out repeatedly, though it was left to him 
to complete and sharpen the analysis. 
He took over the heritage of Saint-Simon 
and Sismondi in France, of James Steuart 
and Richard Jones in England, and of 
certain elements in Hegel’s philosophy of 
history and, introducing certain new 
ideas of his own, created an integrated, 
original theory. 

We need not underline the point and 
we assume it as well known that, 
for Marx, the Hegelian “development” 
meant something quite different from 
what the eighteenth-century Enlighten- 
ment, the Saint-Simonians, or even Sis- 
mondi, Jones, and positivists like August 
Comte understood by this term. To men 
oriented to the natural sciences of their 
day, development meant nothing more 
than the generalization of an empirically 
and inductively constructed series of par- 
ticular observations,"4? whereas Marx, 
like Hegel, understood the relationship 
between the particular and the universal 
quite differently, viewing the historical 
“object” as made up not of individual 
observations but of the “culiural whole’ 
of social-collective unities.**° Using the 
genetic method of the dialectic, with its 
constant creation and synthesis of op- 
posites, Marx sought to grasp the evolu- 
tion of these collective unities in their 
historical necessity. Every present mo- 


149See Ernst Troeltsch, Die Dynamik der Ge- 
schichle nach der Geschichtsphilosophie des Positi- 
vismus (Berlin, 1919), p. 67. From the antipositiv- 
ists’ viewpoint the relationship between the par- 
ticular and the universal is presented in the excellent 
book by Morris R. Cohen, Reason and Nature (New 
York, 1931), p. 161. 


tse “Tn the study of economic categories, as in the 
case of every historical and social science, it must be 
borne in mind that . . . . the subject [is] the modern 
bourgeois society . . . .” (Karl Marx, A Contribution 
to the Critique, p. 302). 
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ment contains both the past, which has 
led to it logically and historically, and 
the elements of further development in 
the future. 

At the same time there is a funda- 
mental point at which Marx is joined 
with Sismondi and Jones against Hegel— 
one which must not be overlooked in as- 
cribing the “historicizing” of economics 
to Hegelian influence. For the former, 
the historical development, occurring in 
the external world in time, is a succession 
of objective economic stages of different 
economic structures, whereby the higher 
stage develops out of the lower. In other 
words, history has not a relativistic char- 
acter, it does not depend on the accident 
of the observer’s point of view, ideals, or 
standards. What Marx did was to re- 
move the study of history from that sub- 
jective level to a higher one, where ob- 
jective, measurable stages of develop- 
ment are perceived. He fulfilled Saint- 
Simon’s hope of making history a sci- 
ence 

Hegel was flatly opposed to such a 
doctrine. The German word Entwicklung 
has two different meanings, translated 
into English (and French) by two dis- 
tinct words—“development” and “evo- 
lution.” Hegel always used the term in 
the first sense, meaning the unfolding 
and dissection of the various component 
elements (Gedankenbestimmungen) con- 
tained in the Begriff (“notion of the es- 
sentials of a thing’’). Development is 
possible only under the rule of the 
Begriff and hence takes place in the sphere 
of logic. “The metamorphosis,” Hegel 
wrote, “‘only occurs to the Begriff as such 
[i.e., to the notion of essential as in con- 
trast to the notion of phenomena], for 
only its change is development.’*** Hegel 
therefore attacked the concept of the 

181 Encyclopaedie der philosophischen Wissen- 
schaften (ad ed.; Leipzig, 1905), § 249. 
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natural philosophers (and thus also of 
the sociologists) that evolution as an ob- 
jective process in history is the “external 
real production” of a higher stage from 
alower one. He insisted, on the contrary, 
that “the dialectical Begriff, which leads 
the way for the stages, is the inner one 
itself.”"** That is why in the Philosophy 
of History he saw the various stages in 
world history, not as an objective proc- 
ess in the sphere of real History, but as a 
process within the sphere of logic.* 
World history is to Hegel the progress 
within man’s consciousness of the idea of 
freedom, and it is this development of 
consciousness which determines the four 
principal levels achieved by the various 
peoples: the oriental world, the Greek, 
the Roman, and the Germanic world."4 
Marx, on the contrary, uses the term 
Entwicklung mostly in the second sense, 
meaning not the development within the 
sphere of logic but, like Sismondi and 
Richard Jones, evolution as an objective 
process in the sphere of real History." 
With such a point of view, writes Las- 
son, “Hegel must reject the theory of [bio- 
logical] evolution. Long before Darwin 
he had discarded all of Darwinism as an 
unclear confusion of the motion and ex- 
ternal existence.’”** Hegel himself said of 
the idea of evolution as an objective 


182 Jbid. Italics are mine. 


53 Hegel, Vorlesungen ueber die Philosophie der 
Geschichte, ed. Edw. Gans (Berlin, 1848), p. 70. 


'S4 Ibid., pp. 129-35; and Kuno Fischer, Hegels 
Leben, Werke und Lehre (Heidelberg, 1901), II, 748. 


"ss For that very reason Marx directs his criticism 
against Proudhon’s notion of “evolution”: Prou- 
dhon, he says, has accepted the “Hegelian Vieillerie”’ 
and is “incapable of following the real movement of 
history The ‘evolutions’ of which Proudhon 
speaks are understood to be evolutions such as are 
accomplished within the mystic womb of the Abso- 
lute Idea” (Marx to Annenkov, 1846; see Poverty of 
Philosophy [New York, n.d.], p. 154). 


6G, Lasson, Preface to Hegel’s Encyclopaedie, 


Pp. xvii. 


S15 


process in the external world: ‘Such neb- 
ulous .... conceptions, and especially 
....the idea of the rise of more de- 
veloped animal organisms from the low- 
er, etc., must be avoided by thinking 
analysis.’”*5? 

Marx, on the contrary, accepts the 
idea of the rise of more developed struc- 
tures from the lower, and for this reason 
he was one of the first to acknowledge 
the importance of Darwin’s work. In a 
similar way, as Darwin uses nature’s 
technology, i.e., the formation of the or- 
gans of plants and animals, as instru- 
ments to explain the origin and develop- 
ment of species, Marx wishes to use the 
history of human technology as an in- 
strument which “enables us ¢o distinguish 
different economical epochs,’"** as the 
“productive organs of man are the ma- 
terial basis of all social organization’’*’® 
and the “instruments of labour.... 
supply a standard of the degree of develop- 
ment which human labour has at- 
tained.””** 

In sum, Marx refuses to follow Hegel 
on the basic question of the concept of 
development but works rather from the 
conception of Sismondi and Richard 
Jones. For Marx, evolution is an objec- 
tive process of history, whereby each 
historical period or social structure is 


187 Encyclopaedie, § 249; see also Charles Renou- 
vier, “L’Evolutionisme de Hegel,” Les Principes de 
la nature (Paris, 1912), p. 271. 


«88 Capital, I, 200. Long before the publication of 
Darwin’s work, in one of his earliest works—the 
critique of Proudhon (1847)—Marx had already em- 
phasized the fundamental significance of human 
technology for the characteristics of a given society. 


139 Ibid., p. 406. 


16° Tbid., p. 200. Alongside this technological fac- 
tor, the social factor is equally significant for the dis- 
tinction of economic epochs from one another, name- 
ly, “the special manner in which this union [between 
laborers and means of production] is accomplished” 
(ibid., IT, 44). 
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marked by specific objective tendencies,™ 
which can be discovered from the nature 
of the technological instruments and from 
the social organization of labor in the use 
of those instruments." 

From the basic point of view, Marx 
saw that the history of economic organi- 
zation is a series of economies, each more 
advanced than its predecessor because of 
changes in the method of production: 
“In broad outline, we can designate the 
Asiatic, the antique classical, the feudal, 
and the modern bourgeois methods of 
production as so many epochs in the 
progress of the economic formation of 
society.””"*3 

Throughout Marx’s writings there 
are scattered, but nonetheless pro- 
found, characterizations of each of these 
epochs.* His main efforts, however, 


161 As early as 1847 Marx wrote, against Prou- 
dhon: “The handmill gives you society with feudal 
lord; the steam-mill, society with the industrial capi- 
talist” (Poverty of Philosophy, p. 92). 

162 Elsewhere, in the section “On the Capitalistic 
Character of Manufacture,” Marx differentiates the 
specific tendencies of the manufacturing period from 
the trends under industrial capitalism and lays the 
basis for the differences in the fact that “in the man- 
ufacture, the revolution in the mode of production 
begins with the Jabor-power, in modern industry it 
begins with the instruments of labor’ (Capital, I, 
405). 

163 Critique, p. 13. 

*64Thus he contrasted the unceasing technical 
revolutionizing of our economy with the static eco- 
nomic structure of Asiatic societies, notably India, 
and saw the explanation in the fact that production 
was there organized in self-sufficing communities 
“based on possession in common of land, and on the 
blending of agriculture and handicraft and on an un- 
alterable division of labor” (Capital, I, 392-94). In 
this connection the form of taxes, namely, taxes in 
kind, played an important role (ibid., pp. 157, 158). 
In countries where central governments, by the use 
of artificial irrigation, made it possible to transform 
deserts into fertile fields, ‘‘one single war of devasta- 
tion could depopulate a country for centuries, and 
strip it of all its civilization” (see Marx’s article, 
“On the British Rule in India,” New York Daily 
Tribune, June 25, 1853, reprinted in Handbook 
of Marxism, ed. Emile Burns [New York, 1935], 
p. 183). 
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were not directed to the precapitalist 
forms but to a systematic analysis of the 
genesis and development of the specific 
historical, phases of capitalism*® and to 
the transition from capitalism to social- 
ism.” Marx views “the evolution of the 
economic formation of society as a proc- 
ess of natural history,” and his aim 
“lies in the disclosing of the laws that 
regulate the origin, existence, develop- 
ment, and death of a given social organ- 
ism and its replacement by another and 
higher one,’"®* whereby society “can 
neither clear by bold leaps, nor remove 
by legal enactments, the obstacles offered 
by the successive phases of its normal de- 
velopment. But it can shorten and lessen 
the birth-pangs.’*® 

Marx showed, for instance, that in- 
dustrial capitalism did not develop out of 
handicraft or out of accumulated rent 
from landed property (as Max Weber 
and Sombart later taught) but from the 
merchant. The latter, by progressively 
subordinating the production of the 
craftsman and transforming him into a 
proletarian, brought about the transition 
from mercantile to industrial capitalism. 
Starting with the decentralized workshop 
under command of the merchant-capital- 
ist (domestic system), production moved 
into the various phases of the period of 
manufacture (co-operative, heterogene- 
ous, and organic manufactures), and fi- 
nally into modern large-scale industry 
based on the machine. Marx did not stop 
with the delineation of the broad lines of 
historical development, however. He 

*6s For a good historical application of Marx’s 
theory of the earlier stages of capitalism see Henri 
Pirenne, “The Stages in the Social History of Capi- 
talism,” American Historical Review, XTX (1913-14), 
494-S15. 

1 Marx, Criticism of the Gotha Programme (1875) 
(New York, 1938). 


*67 Capital, I, 15. 


168 Thid., p. 24. 16 Ibid., pp. 14-15. 
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continued the application of the genetic 
method to the individual organs, insti- 
tutions, and functions of the capitalist 
mechanism. 

We cannot go into the details of 
Marx’s historical analysis. The impor- 
tant point to emphasize is that Marx 
never remained within the narrow frame- 
work of historical description but always 
made use of historical insights to deepen 
his theoretical understanding of the laws 
of development. This close link between 
history and theory is one of the factors 
that differentiates Marx from all his 
predecessors. An example will serve to il- 
lustrate this point. A study of the de- 
mography of antiquity, the Middle Ages, 
and the modern world led Marx to the 
insight that there is no universally valid 
law of population, as Malthus had 
taught, but that the modern trend 
toward the creation of a relatively sur- 
plus population “is a law of population 
peculiar to the capitalist mode of pro- 
duction; and in fact every special his- 
toric mode of production has its own 
special laws of population, historically 
valid within its limits alone.’’*”° 

This type of historical analysis also led 
to important conclusions in economic 
theory. When Sombart raises the accu- 
sation that Marx “hardly ever defines 
....his concepts ....such as capital, 
factory, plant, accumulation,’”*™ he 


) shows that he misses the true sense of 


Marx’s historicism and even of Marxist 
terminology: he uses the word Begriff in 
the sense of “‘definition”’; the word “‘con- 
cept” or “notion” (Begriff), however, is 
used by Marx in the specifically Hegelian 
sense, as notion of essence of a thing, as 
contrasted with the definition as merely 
notion of the phenomena. 


‘7° Ibid., pp. 692-93. 
™™W. Sombart, Das Lebenswerk von K. Marx 
Gena, 1905), p. 52. 


Marx rejects the view that knowledge 
consists in classifying and defining and 
that the task of science is simply to dis- 
cover a rational criterion for classifica- 
tion. This is the static approach of the 
classicists, looking upon social phenome- 
na as unchangeable structures. Marx, 
on the other hand, is a spokesman of the 
new, dynamic approach. That is why 
social phenomena, in his judgment, are 
actually indefinable. They have no 
“fixed” or “eternal” elements or char- 
acter but are subject to constant change. 
A definition fixes the superficial attri- 
butes of a thing at any given moment or 
period, and thus transforms these attri- 
butes into something permanent and un- 
changing.’ To understand things it is 
necessary to grasp them genetically, in 
their successive transformations, and 
thus to discover their essence, their 
“notion” (Begriff). It is only a pseudo- 
science that is satisfied with definitions 
and the phenomenal aspects of things.'” 
Without devoting more space to a char- 
acterization of Marx’s analysis, we turn 
to an examination of the fruits of his 


72 Marx made his point of view quite clear in his 
polemic against Cherbuliez: “First the notion of 
profit should have been developed, but nothing came 
out except the definition and that corresponds mere- 
ly to its phenomenal aspects . . . . so that its exist- 
ence is stated but nothing is said about its essence” 
(Marx, Mehrwerttheorien, III, 437-38). Elsewhere, 
in speaking of the economists, Marx says that their 
“definitions flatten out into shallow tautologies”; 
whereas the task of science is not the construction 
of abstract definitions but “the reproduction of the 
concrete subject in the course of reasoning”’ (Critique, 
pp. 271 and 293). There are, therefore, no “eternal” 
economic categories; every category is only “the 
theoretical expression of historical relations of pro- 
duction, corresponding to a particular stage of 
development in material production” (Marx to 
Schweitzer, January, 1865 [see Poverty of Philoso- 
phy, p. 167)). 


173“... Which .... confines itself to systema- 
tizing [the phenomena] in a pedantic way, and pro- 
claiming them for everlasting truth” (Marx, Capital, 
I, 93). 
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analysis. By attributing to Marx the 
first application of evolutionary thinking 
to economics, critics have obliterated the 
original contribution that Marx really 
did make to our understanding of history 
and the specific differences between Marx 
and his predecessors. They have reduced 
his historical conceptions to a level that 
does not go beyond the horizon of 
bourgeois liberalism, that is, beyond the 
idea of evolution in the direction of con- 
stant progress “from the incomplete to 
the complete’—to quote Hegel. 


The fundamental characteristic of 
Marx’s historicism and the mark that 
distinguishes it from his predecessors are 
not the doctrine of the historical suc- 
cession of economic systems but a special 
theory which, in addition to evolution- 
ary changes within a given system, ex- 
plains the objective and subjective con- 
ditions necessary for the transition from 
one system to another. Briefly stated, it is 
that within the existing economy a new 
economic form arises and grows, that the 
two enter into ever sharper conflict with 
each other, and that through the violent 
resolution of the conflict the new econ- 
omy finally takes over. 

Within this general theory there are 
three special theories: (1) a doctrine of a 
“universal social dynamic”’ of structural 
changes in society, valid for all “an- 
tagonistic”’ societies; (2) the theory of the 
objective developmental tendencies of capi- 
talism; and (3) the theory of the subjec- 
tive bearer of change, that is, the class- 
struggle theory. Obviously the second, 
unlike the two others, deals only with 
the special historical phenomenon of the 
transformation from capitalism to social- 
ism. Like Condorcet and Saint-Simon, 
Marx teaches that the idea of evolution 
must be applied to the future as well as 
to the past, for one must seek in the 


perceptible structural changes of the 
present the lines of future development." 

We have already seen that Saint- 
Simon and his school knew that the in- 
dustrial system grew up within, and asa 
bitter enemy of, the feudal system of the 
later Middle Ages. For the Saint-Simo- 
nians, however, this insight was no more 
than a singular historical observation. 
Marx developed this observation into 
what we might call a universal birth 
story of a social system. Every new 
economic system, he taught, is bom 
directly within the old and goes through 
a long process of maturation before it 
can displace its predecessor and become 
dominant. ‘New higher relations of 
production never appear before the ma- 
terial conditions of their existence have 
matured in the-womb of the old soci- 
ety.’*’5 The displacement of the old sys- 
tem by the new is not an arbitrary proc- 
ess, to be accomplished at any chance 
moment. It requires the existence and 
slow maturation of certain necessary 
subjective and objective factors.'” 

For the first time in the history, of 
ideas we encounter a theory which com- 


174 As early as 1843, Marx wrote to Arnold Ruge 
that we must not project “a construction of the fu- 
ture” or dogmatically anticipate the world, “but 
rather discover the new world out of the critique of 
the old” (Literarischer Nachlass von Marx [Stutt- 
gart, 1902], I, 380). Twenty years later Marx wrote 
to Schweitzer that Proudhon and the Utopians were 
hunting for a “‘science”’ by which the social question 
was to be solved a priori “instead of deriving their 
science from a critical knowledge of the historical 
movement, a movement which itself produces ma- 
terial conditions of emancipation” (Poverty of Phi- 
losophy, p. 167). 


178 Critique, p. 12. Elsewhere: Marx emphasized 
(May, 1871) that the working class can expect no 
“ready-made utopias They have no ideals to 
realize, but to set free elements of the new society 
with which the old collapsing bourgeois society it- 
self is pregnant” (The Civil War in France [New 
York, 1940], pp. 61-62). 


176 “They [the working class] know that in order 
to work out their own emancipation . . . . they will 
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bines the evolutionary and zevolutionary 
elements in an original manner to form a 
meaningful unit. Gradual changes in the 
productive forces lead at some point in 
the process to sudden changes in the 
social relations of production, that is to 
say, to political revolution. By under- 
lining the evolutionary aspects, Marxism 
sharply distinguishes itself from the 
voluntarism of the utopian Socialists as 
well as from the pseudo-revolutionarism 
of.putschists or partisans of the coup 
d'état. At the same time, Marxism does 
not give up the idea of revolution, but 
regards it as the necessary conclusion of 
the evolutionary process and as the in- 
strument for achieving the transition to 
a new economic structure. This theory 
rests primarily on the fact that produc- 
tive forces, legal property relations, and 
political power are subject to the law of 
uneven development. 

Changes in the productive forces re- 
lease a relatively rapid and dynamic ele- 


ment, out of which grows the assault 
against the structure of the old society 
as a whole. Legal property relations, on 
the other hand, and political power, 
which rests upon them, constitute the 
passive, conservative, static element, 
guarding the existing society against 


change. The latter element changes 
slowly, long after the changes in the 
productive forces and as the result of 
those changes. The new economic forces 
thus clash with the antiquated political 
and property relations, which no longer 
correspond to the new needs and fetter 
further progress. “Then comes the peri- 
od of social revolution,’*”’ in which the 
antiquated legal and political relations 


have to pass through long struggles, through a series 
of historic processes, transforming completely cir- 
cumstances and men” (The Civil War in France, 
pp. 61 ff.). 


+77 Marx, Critique, p. 12. 
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are broken and replaced by new ones 
that are appropriate to the new economic 
forces. Since the antiquated laws ex- 
press only the vested interests of their 
creators and since these will never vol- 
untarily renounce their privileges, the 
disappearance of the old laws entails the 
disappearance of their creators, the 
former ruling classes. 

In his second special theory, dealing 
with the objective developmental trends 
within capitalism, “the natural laws of its 
movement,’”*”® Marx tries to show that 
there is a limit to the development of 
capitalism, that it must reach a peak 
after which a declining phase will set in 
and that at a certain point the further 
functioning of the system will become 
impossible and its collapse inevitable. 
The system must be transformed not 
only because the working people reject 
it but also because the ruling classes 
cannot find any way out. During this 
critical period, despite progress in re- 
stricted sectors (technology, chemistry), 
the system as a whole loses its progres- 
sive character, and the symptoms of its 
disintegration grow more and more 
numerous; the system becomes a fetter 
on further development and can pre- 
serve itself only by violence and increas- 
ingly severe repression of the newly 
emerging social forces. In the end, how- 
ever, it must be defeated in the conflict 
with these forces and yield to them. Thus 
progress is achieved only at the price of 
the misery and humiliation of individuals 
and entire peoples. 


+78 Capital, I, 14. It must be stressed that Marx 
does not use the word “‘trend” or “tendencies” in 
the usual sense of the term; by “trend” he means 
“tendencies working with iron necessity toward in- 
evitable results” (ibid., p. 13). The other factors and 
countertrends can weaken or slow up the dominant 
trend but not prevent it from asserting itself. Else- 
where Marx spezks about “that higher form to which 
present society is irresistibly tending by its own eco- 
nomical agencies” (The Civil War in France, p. 61). 
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No predecessor of Marx had a similar 
theory. It is true that the Saint-Simo- 
nians wanted to make history an exact 
science and conceived the future to be a 
necessary product of the past; but they 
never got beyond the mere postulate and 
never attempted to work out a theory 
of the future tendencies of capitalism. 
Nor did Sismondi or Richard Jones. 
Their prediction that capitalism would 
be replaced by a higher form of economy 
did not rest upon theoretical arguments 
but merely on historical analogy: since 
all previous economic systems were 
transitory, they argued, we must assume 
the same to be true of capitalism. 

Marx undertook to demonstrate the 
historical necessity of the decline and 
final disintegration of capitalism. When 
the process of accumulation reaches a 
certain point, he shows, there will be a 
transformation of quantity into quality. 
A condition of oversaturation with capi- 
tal will arise, and no adequate new pos- 
sibility for capital investment will be 
available. All further accumulation of 
capital will become impossible, and 
society will enter a permanent period of 
growing accumulation of idle capital, on 
the one hand, and of large-scale per- 
manent unemployment, on the other. 
Thus the process of disintegration will 
begin. The property-owners’ fear of los- 
ing their privileges gives the spiritual and 
political life of this period a reactionary 
character. In short, the whole structure 
of capitalism will be shaken to its roots, 
and the basis will have been laid for great 
political and economic transforma- 
tions."”® It is true, of course, that Ba- 
zard and later Pecqueur, following Sis- 
mondi, foresaw the crises, the misery, 
and the uncertainty of the working class. 


179 For a detailed study of this theoretical analysis 
see Henryk Grossman, Das Akkumulations und 


7. heurk 


hsgesets (Leipzig, 1929). 





These insights remained mere particular 
observations with them, however, and 
not, as with Marx, elements of a steadily 
worsening disease of the system from 
epoch to epoch that would lead to ulti- 
mate paralysis. 

The third element in Marx’s general 
theory is that no economic system, no 
matter how weakened, collapses by it- 
self in automatic fashion. It must be 
“overthrown.” The theoretical analysis 
of the objective trends leading to a 
paralysis of the system serves to dis- 
cover the “‘weak links” and to fix them in 
time as a sort of barometer indicating 
when the system becomes ripe for change. 
Even when that point is reached, change 
will come about only through active 
operation of the subjective factors. This 
part of the theory Marx developed in his 
study of the class struggle. Marx has 
frequently been charged with a “fatal- 
istic’ theory of the “historical necessity” 
of social development in some given di- 
rection. Such a charge rests on a serious 
misunderstanding of the theory of the 
class struggle. In all his writings Marx 
characteristically emphasizes the unity of 
theory and practice. This so-called “his- 
torical necessity’ does not operate auto- 
matically but requires the active par- 
ticipation of the working class in the 
historical process. This participation, 
however, is itself not something arbi- 
trary but follows from the pressure of the 
objective factors. «he student of history 
and the forward-looking practical politi- 
cian must therefore consider this sub- 
jective factor as in fact another objective 
condition of the historical process.**° 


18¢ Of course, “class struggle” is not to be under- 
stood in the primitive sense that the workers must 
blindly attack the entrepreneur class wherever the 
two come into contact. Both the content and the 
form of the class conflicts are themselves determined 
by the attained level of historical development and 
by the concrete historical situation. 
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EVOLUTIONIST REVOLT. II. IN ENGLAND 


While, for instance, Saint-Simon and 
his school do not give the working class 
any political role in the transformation 
of society, the main result of Marx’s 
doctrine is the clarification of the his- 
torical role of the proletariat as the car- 
rier of the transformative principle and 
the creator of the socialist society. To 
Marx, activity is an integral part of 
thinking, and truth cannot be dis- 
covered by a merely contemplative atti- 
tude, but only by action. This is the 
meaning of Marx’s first thesis on Feuer- 
bach: “Until now philosophers have only 
interpreted the world differently: the 
point is to change it.” If philosophers 
from Montesquieu to Feuerbach taught 
that man is a product of natural and 
social environment, Marx observes that 
to an even greater extent man is in- 
fluenced by his action on his environ- 
ment. In changing the historical object, 
the subject changes himself."** Thus the 
education of the working class to its 
historical mission must be achieved not 
by theories brought from outside but by 
the everyday practice of the class strug- 
gle. This is not a doctrine but a practical 
process of existing conflicts of interests, 
in which doctrines are tested and ac- 
cepted or discarded. Only through these 
struggles does the working class change 
and re-educate itself and become con- 
scious of itself. Marx’s attack on the 
“fatalistic economists’”™* is only an illus- 
tration of the fact that his dialectical con- 
cept of history has a twofold significance. 
In this he follows Hegel, for whom history 
has both an objective and a subjective 
meaning, the history of human activity 
(historia rerum gestarum) and human 


"8 Capital, I, 198. 
1% Poverty of Philosophy, p. 105. 
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activity itself (res gestas)."*? The dialecti- 
cal concept of history is not merely an 
instrument with which to explain history 
but also an instrument with which to 
make history. “Men make their own 
history, but....they do not make it 
....under circumstances chosen by 
themselves, but under circumstances 
found and transmitted from the past.’’**4 

It is in this double sense that the 
Marxist theory of the class struggle is 
to be understood. On the one hand, it is 
an expression of the existing conflict of 
interests between classes. At the same 
time, it transcends the mere statement 
of an existing factual condition, not as a 
fatalistic expectation of evolution, but as 
a guide to the active participation of the 
working class in the historical process. 
By this activity the objective tendencies 
can be realized and the forces of a re- 
actionary but powerful minority that 
stand in the way of further development 
and progress overcome. In this latter 
sense the class struggle has always been 
a decisive subjective factor in history."* 

It is worth repeating that no one before 
Marx understood history in this way. It 
is true that in the first third of the nine- 
teenth century the ideologists of the 
victorious revolutionary French bour- 
geoisie—the historians Augustin Thierry, 
Mignet, and, above all, Francois Guizot 
—clearly recognized that the past centu- 
ries were dominated by class interests and 
class struggles. But they never went be- 


183 Hegel, Philosophie der Geschichte, p. 75; Kuno 
Fischer, op. cit., II, 739. 

84 Marx, The Eighteenth Brumaire of Louis Bona- 
parte, in Handbook of Marxism, p. 116. 


18s Sismondi, for instance, says that “‘the freedom 
of the Occident results from the rebellion of the non- 
owners” (against a small minority of landowners). 
.... “Between the tenth and the twelfth centuries, 
people without land reconquered freedom for the 
future generations” (Histoire des républiques itali- 
ennes du moyen Age (Paris, 1840], ITI, 499, 107). 
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yond the description of actual conditions, 
e., the struggles of the rising bour- 
geoisie against the landowning feudal 
class. They recognized class struggles 
‘ only in the past and failed to see their 
continuation in their own time, in the 
existing relations between the working 
class and the bourgeoisie. In Marx the 
class struggle is not merely a description 
of actual facts but a part of an elabo- 
rated historical theory: he explains ge- 
netically the necessary emergence of class 
conflicts in various historical epochs and 
explains their origin, form, and intensity 
by the development of the productive 
forces in each period and by the position 
individuals and classes occupy in the pro- 
ductive process. This endows the doc- 
trine of the class struggle with a concrete 
and profound meaning.*® 
On the other hand, Saint-Simon and 
his school, as we have seen above, had 
also recognized past class struggles only 
in a factual sense and did not admit them 
for their own time. The Saint-Simonians 
feared to arouse the hopes of the prole- 
tariat; and, convinced that progress 
must come through the élite of the upper 
classes, they wanted above all to win 
these upper classes over to their views."*’ 
Though the writings of Bazard, Enfantin, 
and later Pecqueur contain references to 
the struggle of the working class against 
the dehumanizing effects of capitalism,™ 


18% See G. Plekhanov, “The Beginnings of the 
Doctrine of the Class Struggle,” Die neue Zeit, XXI 
(1903), 298, 304; and A. T. Tiumeniev, “Marxism 
and bourgeois historical science,” in Marxism and 
Thought (New York, 1635), PP. 235-319. 

187 G. Weill, L’Ecole saint-simonienne (Paris, 
1896), pp. 56, 293-94. 

+88 Constantin Pecqueur, Economie sociale des in- 
tértis du commerce 2 de Vindusirie (2d ed.; Paris, 
1839), II, r25: “One fact is certain, general . . . . it 


these remain isolated statements of fact. 
In principle, the Saint-Simonians ac- 
cepted the idea that progress was a con- 
tinuous transition from antagonism to 
peaceful association. Thus Pecqueur re- 
gards class struggle as an evil, like every 
other form of struggle, and compares it 
to war. He expects that in the future all 
forms of struggle will be less violent and 
that peaceful methods of production and 
distribution will develop. There is a wide 
gap between this view and the over- 
powering generalization of the Commu- 
nist Manifesto: “The history of all hither- 
to existing society is the history of class 
struggles.” Here, class struggle is not re- 
garded as an evil but as a dynamic force, 
the lever of history. By fighting for its 
rights against the ruling class, the ex- 
ploited and oppressed class creates a new 
historical situation. New rights are 
wrested from the ruling class, and the 
whole of society is thereby raised to a 
new and higher level. In this con- 
ception, class struggle does not end with 
the abolition of feudalism by the bour- 
geoisie; it is also typical of the relations 
between the bourgeoisie and the working 
class. According to Marx, the process of 
history on the road of progress, far from 
becoming increasingly peaceful, in- 
creases in violence with the development 
of capitalism, and class conflicts become 
the decisive instrument in the transition 
from capitalism to collectivism. 


New Yor« Crry 


# the silent but very decisive struggle of the workers 
pe mae their masters with a view to forcing the cap- 
tains of industry to raise their wages. 

“How can one not see that to leave [the wage- 
earners) dependent on the insufficiency of a fluctuat- 
ing wage is to wish to find oneself surrounded in 
times of crisis and general unemployment by a fam- 
ished multitude, to create riot and civil war, and 
perhaps to arm new Spartans... .” (p. 108). 
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PUBLIC WORKS PROGRAM AFTER WORLD WAR I 


E. JAY HOWENSTINE, JR. 


A. THE PROBLEM 


URING World War I there was no 
problem of unemployment; in 
fact, it was a case of finding men 

rather than jobs. But on the return of 
peace the situation was very different, for 
the element now determining the volume 
of employment and the level of output 
was the prospect for profit. Practically 
all the pre-Armistice discussion of the 
question recognized that with the uncer- 
tainties and dislocations involved in the 
transition back to a peace economy it was 
doubtful if private business could furnish 
job opportunities for all those that want- 
ed work. As a result, one of the most 
popular remedies proposed for bridging 
the transition period after the war was a 
big program of public works to provide 
“buffer employment” for temporarily un- 
employed soldiers, sailors, and warwork - 
ers. If a broad, flexible program of pub- 
lic works could provide temporary em- 
ployment for all those out of work, it was 
believed that the readjustment could be 
carried through without undue disloca- 
tion and hardship. 

A program of public works to provide 
employment and maintain purchasing- 
power had many merits. First of all, it 
had the value of simplicity, for it was 
readily understandable by everyone. 
Second, public works meant social bet- 

*The writer wishes to acknowledge the many 
helpful suggestions and criticisms of Dr. H. Gordon 
Hayes of Ohio State University throughout this 
study. Dr. Edwin L. Smart and Dr. Robert Patton, 
also of Ohio State University, have likewise read the 
manuscript and offered valuable suggestions. 

This material is based in part upon a study of 
demobilization to be published by the American 
Council on Public Affairs in the near future. 


terments that were always needed, so 
that a concentration of pubiic projects in 
times of stress or emergency was merely 
foresighted provision for the future.’ 
Third, provided adequate planning had 
been done beforehand, a public works 
program could be increased or tapered 
off with relative rapidity, depending on 
the employment situation. Fourth, a 
public works program did not involve al- 
terations in the basic fabric of the eco- 
nomic system. Fifth, the unemployed 
would have to be supported in some way 
by a public or private agency, so that 
from the social standpoint good use 
might as well be made of their otherwise 
wasted labor-power. 

Although there had been considerable 
wartime discussion of public works as a 
solution to transition problems, there had 
actually been very little planning in that 
direction. About the only concrete step 
taken was that of the state of Pennsyl- 
vania in appointing an Emergency Pub- 
lic Works Commission a few months after 
we entered the war to gather information 
and make plans to be used as a basis for 
a state-wide program after the war. A 
small Emergency Public Works Fund 
was also appropriated by the Pennsyl- 
vania legislature as a beginning. Other 
states were considering similar legisla- 
tion, but none had taken action. Sec- 
retary Lane’s soldier settlement plan was 
ready to employ one hundred thousand 
men in reclamation and irrigation proj- 
ects, but no appropriation had been pro- 
vided for it. The Highway Transporta- 


* William Hard, “Big Jobs for Bad Times,” 
Everybody's Magazine, XXXV (1916), 129-41. 
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tion Committee of the Council of Nation- 
al Defense was preparing to ask for a 
million-dollar federal appropriation for 
highway construction, but this never ma- 
terialized.? The coming of peace, there- 
fore, found the country without a plan 
for prompt action. Immediately after 
the Armistice demand for action on pub- 
lic works rose over the country. On No- 
vember 18, 1918, Bernard Baruch was 
reported to be completing plans on a 
building-construction program for the 
entire country far beyond the bounds of 
all precedent. Executive committees of 
practically every building-material in- 
dustry east of the Mississippi were en- 
gaged in hurried consultation. It was 
stated that “unless not only the demand 
but the supply of building materials were 
placed under Government supervision” 
there was a “danger of lack of co-opera- 
tion and the great danger of price wars.’’4 
But nothing more was ever heard about 
Baruch’s plan. 

On November 20 the War Labor Poli- 
cies Board sent out an urgent letter to 
the mayors and chief executives of the 
principal cities of the United States sug- 
gesting that each city resume work im- 
mediately on projects that had been 
postponed during the war.’ Secretary 
Houston, soon after, told a conference of 
editors of agriculture journals that “‘co- 
operative highway construction under 
the Federal aid road act must be re- 
sumed as quickly as possible in full meas- 
ure.”® In his congressional message on 


3Otto T. Mallery, “A National Policy—Public 
Works To Stabilize Employment,” Annals of the 
American Academy of Political and Social Science, 
LXXXI (1919), 56-61. 


4 New York Times, November 18, 1918, p. 21. 


5 Oficial United States Bulletin, November 21, 
1918, p. 4. 


® Ibid., November 30, 1918, p. 9. 
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December 12 President Wilson echoed 
the same sentiment. 


The ordinary and normal processes of private 
initiative will not .... provide immediate em- 
ployment for all of the men of our returning 

It seems to me important, there- 
fore, that the development of public works of 
every sort should be promptly resumed, in order 
that opportunities should be created for un- 
skilled labor in particular and that plans should 
be made for such developments of our unused 
lands and natural resources as we have hitherto 
lacked stimulation to undertake.’ 


The Chamber of Commerce, meeting 
in Atlantic City in early December, im- 
mediately indorsed ‘“‘the developnient of 
public works of every sort, as recom- 
mended by the president.”* At the An- 
nual Conference of Governors in the 
middle of December the War Labor Poli- 
cies Board urged that each state enact 
its “standard public works act” to lessen 
the dangers of unemployment. The mod- 
el act (1) provided for the development 
of public works by the states during pe- 
riods of unusual unemployment, (2) en- 
couraged municipalities and counties to 
adopt a similar policy and to co-ordinate 
all public works within the state, (3) pro- 
vided a fund for state use to be known as 
the “emergency public works fund,” (4) 
created an emergency public works com- 
mission as trustee of the fund, and (5) 
enabled the state, through the emergency 
public works commission, to co-operate 
with the federal government in carrying 
out joint federal-state public works dur- 
ing periods of unemployment.® 


7 New York Times, December 3, 1919, p. 3- 


* U.S. Chamber of Commerce, “The Resolutions 
of the War Emergency Congress of the United 
States Chamber of Commerce,” Annals of the Ameri- 
can Academy of Political and Social Science, LXXXI1 
(1919), 150-51. 


*“Reconstruction Conference of Governors 
Held at Annapolis, Maryland,” Monthly Labor Re- 
view, VITI (1919), 53-54. 











The need for an immediate nation- 
wide program of public works was recog- 
nized by almost everyone. But before 
anything could be done to meet the need, 
definite action was necessary. First, 
there would have to be legislation by 
both national and state governments 
that would provide some kind of effec- 
tive machinery for co-ordinating all ef- 
forts in a common task. Second, large 
appropriations would have to be grant- 
ed, and granted immediately. Third, be- 
fore private construction and much pub- 
lic construction, particularly municipal 
projects, could be expected to respond to 
the appeal to resume, some definite ac- 
tion would have to be taken on the cost- 
price situation. Either the inflated price 
level would have to be deflated, or peo- 
ple would have to be convinced that the 
new price level was here to stay. A fourth 
obstacle that loomed large in the eyes of 
local communities was the continuance of 
exorbitant freight rates that had been 
established during the war to discourage 
construction activities. What did the 
government do to meet the challenge of 
the problem? 


B. THE FEDERAL GOVERNMENT'S CON- 
STRUCTION POLICY IN ITS OWN BUYING 


I. FEDERAL PUBLIC WORKS 


The problem was brought home sharp- 
ly to the federal government in January, 
1919, when the supervising architect of 
the Treasury Department advertised for 
and received bids on the construction of 
forty post offices throughout the coun- 
try. In every case the lowest bids ran 
from 10 to 80 per cent over the amount 
available for the work, so that without 
a supplementary appropriation by Con- 
gress it was impossible for the Treasury 
to award the contracts."® On November 


1 New York Times, January 27, 1919, P. 10. 
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30, 1919, the Treasury Department was 
still waiting for supplementary action in 
order to resume construction on over one 
hundred buildings, the forty post offices 
presumably being in this lot. 

To meet the gathering economic storm 
clouds, several bills were introduced into 
Congress. The two most talked-about 
proposals were the Kenyon bill, which 
provided an appropriation of $100,000,- 
ooo for emergency employment on pub- 
lic works during the period of readjust- 
ment, and the Kelly bill, which carried an 
appropriation of $500,000,000 for the 
promotion of post roads and public 
works and for permanent employment in 
the settlement and development of agri- 
cultural, forest, and mineral lands.” But 
the Sixty-fifth Congress ended in March 
without taking any action on them, and 
by the time the new Congress convened 
in special session on May 20 the renewal 
of inflationary optimism had pushed such 
proposals definitely into the background. 
As a result, in 1919 total peacetime fed- 
era! construction, including grants-in- 
aid, amounted to only $82,000,000, 
whereas average annual federal construc- 
tion, 1921-28, was $180,000,000, at a 
much lower price level. The only com- 
pensating factor in the situation was the 
continuation of enormous military and 
naval expenditures on unfinished war 
production in 1919 to the tune of $1,089,- 
000,000." While officials of the federal 
government were continuously urging 
that state, local, and private construc- 


** Annual Report of the Secretary of the Treasury 
(1919), p. 166. 

™ Benton MacKaye, “Making New Opportuni- 
ties for Employment,” Monthly Labor Review, VIII 
(1919), 1067; Official Uniied States Bulletin, Febru- 
ary 6, 1919, p. 6. 

*3 Lowell Chawner, Construction Activity in the 
United States, 1915-37 (U.S. Department of Com- 
merce, 1938), pp. 18-19. 
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tion be resumed at once, the federal gov- 
ernment was actually not even maintain- 
ing its normal level of construction activ- 
ities, exclusive of military and naval con- 
struction and production. 


2. THE RAILROAD ADMINISTRATION’S 
BUYING POLICY 


The renovation of the country’s rail- 


road system provided an excellent oppor-’ 


tunity for “buffer employment” and 
maintenance of the country’s buying- 
power during the transition, if a satisfac- 
tory system of finance and operation 
could be worked out. During the war the 
railroad system under private manage- 
ment had broken down completely. In 
this transportation crisis the railroads 
were taken over by the government and 
placed under Secretary of the Treasury 
McAdoo, as director of the Railroad Ad- 
ministration. By this step much-need- 
ed efficiencies could be introduced im- 
mediately with individual railroads, 
which were virtually under their same 
managements but working under a new 
system. The act taking over the rail- 
roads had several important provisions 
that related to the demobilization period: 
(1) the roads were to be returned to their 
owners sometime within twenty-one 
months after the proclamation of peace; 
(2) the roads were to be returned to their 
owners in substantially the condition in 
which they had been when taken over; (3) 
each railroad corporation had the sole 
right to order any new equipment or ex- 
tension of railroad facilities, that is, unless 
the capital addition were to be an out- 
right gift by the government. 

The steel industry was the industry 
most interested in the new peacetime 
railroad purchasing-policy. Approxi- 
mately one-third of the steel output of 
the country was consumed by the rail- 


roads. The steel industry, of all indus- 
tries, had been the one most completely 
involved in war production and hence 
would probably have the greatest prob- 
lem of peacetime conversion. What 
would be more suited to a rapid, success- 
ful readjustment for the iron and steel 
industry than a $2,500,000,000 program 
of railroad rehabilitation? Such a pro- 
gram would be equally advantageous to 
the economy as a whole for “as steel goes, 
so goes the world.” Moreover, the rail- 
roads, having fallen behind in mainte- 
nance and replacement during the war 
because of priorities, were badly in need 
of new equipment. From a national point 
of view, then, the railroads provided an 
ideal means of helping the economy over 
the transition period."* 

The short-run demobilization aspect 
of the railroad issue was, however, large- 
ly overlooked in comparison with other 
aspects. For the problem of what should 
be done with the railroads was one of the 
major reconstruction issues of the day. 
The Republicans had been quick to make 
political capital of the public ownership 
issue, so that in the discussion of the rail- 

"4 This view was, for example, strongly empha- 
sized in Redfield’s memorandum to Gifford, July 3, 
1918 (Council of National Deferise Records, Ar- 
chives), and Replogle’s memorandum to Baruch, 
November 7, 1918 (War Industries Board Records, 
Archives). In this connection the National City 
Bank made an interesting proposal: 

“It would be good policy to allow the railways 
and public utilities of all kinds to make a deprecia- 
tion charge to cover the actual difference between 
the cost of making extensions and improvements 
now and the cost of making them at the level of 
wages and prices which is finally determined to be 
normal and permanent. 

“This would mean of course that the railways 
and the public utility commissions would allow the 
companies to be compensated by adequate charges 
against the public, but the public could afford to 
pay the cost for the sake of stabilizing the indus- 
trial situation and maintaining prosperity” (Na- 
tional City Bank Bulletin, December, 1918, p. 7; see 
also an editorial, “Railroads and Steel,” Iron Age, 
CITI [1918], 1465). 
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road problem the haunting specter of 
public ownership loomed up as a dreaded 
possibility among large sections of the 
body politic. The problem was so contro- 
versial an issue that President Wilson in 
his message of December 2 confessed: 
“Let me say at once that I have no an- 
swer ready.’’s 

The problem was greatly clarified 
when retiring Director McAdoo an- 
nounced shortly thereafter what he con- 
sidered to be the three alternatives, in 
view of the fact that a permanent solu- 
tion was practically impossible with less 
than three months of the Sixty-fifth 
Congress remaining: “(1) government 
operation of the railroads for one year 
and nine months following the proclama- 
tion of peace .... ; (2) the prompt re- 
turn of the railroads to private control; 
or (3) extension of the period of Federal 
control to five years.”** The first course 
he believed inadequate for several rea- 
sons. First, twenty-one months was too 
short a time.*? Second, the present law 


*S New York Times, December 3, 1918, p. 3. The 
public ownership issue was such « hot potato that 
Wilson did not even mention it as a possible alterna- 
tive, although it was considered so by the public 
generally. In fact he went on to say that “the only 
thing that is perfectly clear to me is that it is not 
fair either to the public or to the owners of the 
railroads to leave the question unanswered, and that 
it will presently become my duty to relinquish con- 
trol of the roads, even before the expiration of the 
statutory period, unless there should appear some 
clear prospect in the meantime of a legislative solu- 
tion. Their release would at least produce one ele- 
ment of a solution, namely, certainty and a quick 
stimulation of private initiative.” 

"6 Official United States Bulletin, December 12, 
1918, p. 3. 

17 On this point he said: 

“Many of the improvements could hardly be 
completed and put into operation inside of the two 
year period, and under such circumstances and fac- 
ing a change to private management at the end of 
two years, it would be unwise in the highest degree 
to make improvements and impossible to secure 
the hearty cooperation of the railroad corporations. 
.... More than that, it is of the utmost importance 
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did not carry a sufficient fund to permit 
federal expansion over a two-year peri- 
od. Third, the anticipated change of 
management at the end of two years 
would “produce a state of uncertainty 
and ferment among the vast army of rail- 
road officers and employees.’’* Finally, 
co-operation of each individual road on a 
national improvement plan, e.g., termi- 
nal facilities, could hardly be secured on a 
plan that amounted to anything. 

The second course was almost unani- 
mously considered as undesirable. In 
fact, the railroads themselves did not 
want to return immediately to the status 
quo ante, for, as Republican Senator 
Cummins, ranking member of the Inter- 
state Commerce Committee, said, ‘“One 
third of all the railroad mileage in the 
country will ke in the hands of receivers 
within sixty days i. the roads are turned 
back immediately to their owners with- 
out proper protective legislation.’’” 

Therefore, the third course was in Mr. 
McAdoo’s eyes the only proper course. 
First, it would permit immediate com- 
mencement on a comprehensive system 
of railroad renovation. Second, it would 
remove the issue from the heat of public 
controversy for a sufficient time to secure 
a clear judgment on it. Third, a five-year 
test of public management would give 
the people a fair basis of judging public 
ownership as a permanent policy.”® Lat- 


to the commerce, industry, and life of the American 
people that a comprehensive program of improve- 
ments to railroad properties shall be carried forward 
over a period of at least five years. Such a program 
will involve expenditures of at least $500,000,000 
per annum or $2,500,000,000 for the five year peri- 
od” (ibid.). 


18 Ibid. 
"9 New York Times, January 28, 1919, p. 1. 


* Official United States Bulletin, December 12, 
1918, p. 6. Mr. McAdoo himself had no settled 
opinion on the problem of public ownership be- 
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er, in testifying before Congress as to the 
validity of his plan, he stated that “the 
President has given me permission to say 
that this conclusion accords with his own 
view of the matter.’ 

McAdoo’s proposal raised a storm of 
controversy and a flood of plans that 
lasted throughout the following year, so 
that even a temporary disposition of the 
railroad problem was held in abeyance 
for another year. With the reconstruc- 
tion aspect overshadowing demobiliza- 
tion considerations, there was nothing 
left for the Railroad Administration to 
do but muddle along as best it could. 
Under the powers of the railroad bill the 
administration could either buy equip- 
ment outright with the $500,000,000 re- 
volving fund, or it could lend funds to 
the railroads for any proper purchases 
they might care to make. Immediately 
after the Armistice the Railroad Admin- 
istration started on a buying campaign, 
only to find its fund about exhausted. It 
then turned to the individual roads, be- 
lieving it better for them to do their own 
buying. Here, however, it struck a snag. 
The railroads said they had no funds to 
pay for the new equipment, and when the 
administration offered them loans they 
said they needed neither cars nor engines. 
As the Iron Trade Review remarked: ‘‘As 
long as the government was going to foot 
the bill the railroads did not care how 
much equipment they obtained but when 


cause he said: “The test has not been sufficient to 
prove conclusively the right solution of the problem. 
....An ounce of experience is worth a ton of 
theory, and with the start already made under war 
conditions it would be a comparatively simple 
matter to complete the test so well begun, and there- 
by gain the invaluable experience which will deter- 
mine the solution of a problem which has vexed 
our State and national politics and our economic 
development for the past generation.” 


3t “Mr. McAdoo’s Depth Bomb,” Literary Digest, 
LIX (1918), 15. 


E. JAY HOWENSTINE, JR. 


it was suggested that they do the buying 
they balked. They said the prices the 
railroad administration was paying were 
war prices.’ 

The Railroad Administration had 
reached an impasse. The roads did not 
want to be returned immediately to pri- 
vate ownership. They did not want to 
undertake any capital expansion. They 
absolutely opposed permanent govern- 
ment ownership. The revolving fund set 
up by Congress for railroad financing was 
exhausted. Finally, on December 12, 
1918, the War Finance Corporation came 
to the rescue and advanced during the 
year ending November 30, 1919, almost 
$90,000,000 to individual railroads for 
the purpose of repaying amounts due to 
the Railroad Administration for addi- 
tions and betterments. In addition, the 
financial backing of the War Finance 
Corporation increased the credit of the 
borrowing companies to such an extent 
that five railroad companies were able to 
place note issues of $43,000,000, $15,- 
000,000 of which were taken by the Cor- 
poration itself.*3 

Early in 1919 it became evident that 
the decreased volume of traffic, the in- 
creased costs of operation, and the neces- 
sity of financing large items of additions 
and betterments would require further 
appropriations by Congress. For this 
purpose the Railroad Administration 
asked Congress for $750,000,000, but the 
item was part of the same deficiency bill 
carrying an appropriation for the United 
States Employment Service that was de- 
feated in the last days of the Sixty-fifth 
Congress by a Republican Senate filibus- 
ter. The failure of the appropriation, 
coming as it did about the time of 


2 LXTII (1918), 1171. 


*3 Second Annual Report of the War Finance Cor- 
poration (1919), p. 6. 
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the Railroad Administration-Industrial 
Board controversy over the policy of 
price adjustment,*‘ reduced railroad buy- 
ing to practically nothing at the very 
time when the economy as a whole was 


most in need of a stimulus. The War Fi- 


nance Corporation again came to the res- 
cue and advanced the Railroad Adminis- 
tration $50,000,000. In co-operation 
with the War Finance Corporation the 
Railroad Administration then developed 
a plan of paying, in lieu of cash, inter- 
est-bearing certificates of indebtedness. 
These certificates were pledged by the 
railroads, either with banks or with the 
War Finance Corporation, and cash for 
interest and other requirements was ob- 
tained to the amount of $292,000,000 
during April, May, and June, r919.*5 In 
June the new Congress appropriated 
$750,000,000 as an additional revolving 
fund for the Railroad Administration, 
thus tiding it over until the roads were 
returned to their owners in March, 1920. 

The story of the railroads was the 
story of practically everything else dur- 
ing the period. Little forethought had 
been given to the problem; the terms of 
the act defining the relative jurisdictions 
of the government and private roads 
were such as to make any sizable plan of 
co-operative capital expansion practical- 
ly impossible; the philosophy of laissez 
faire prevented any concrete action from 
being taken in the way of prompt gov- 
ernment renovation of the railroads; fi- 
nally, the vagaries of politics upset 
the calculations of even a “‘muddling- 
through” policy. What seemed an excel- 
lent opportunity for maintaining pur- 


74 See the author’s “The Industrial Board, Pre- 
cursor of the N.R.A.: The Price-Reduction Move- 
ment after World War I,” Journal of Political 
Economy, June, 1943, PP. 235-59. 

*5 Second Annual Report of the War Finance Cor- 
poration (1919), pp. 5-6. 
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chasing-power and industrial activity 
throughout the transition period thus 
proved to be a dismal failure. 


3. THE SHIPPING BOARD CONSTRUCTION 
POLICY 


The shipping industry provided an op- 
portunity somewhat comparable to the 
railroads in tiding the country over the 
readjustment period. Although a contin- 
uation of the war shipping program into 
the first few years of peace would not 
have involved a net increase in the num- 
ber of employees in the shipyards, it 
would have meant a net increase of em- 
ployment opportunities in comparison 
with pre-war conditions, when the ship- 
building industry was practically un- 
known in the United States. The num- 
ber of jobs in the shipyards in Novem- 
ber, 1918, amounted to almost 350,000, 
the maximum number employed in the 
construction of wood and composite 
ships reaching 80,102 in September, 1918, 
while the employees working on steel 
ships continued to increase until May, 
1919, when approximately 267,575 were 
employed.” 

Shipbuilding, however, was better 
adapted than the railroads to the needs 
of the demobilization period for two rea- 
sons: (1) The shipping program was in 
the midst of construction and could not 
be stopped suddenly without great loss 
of investment, and (2) the public owner- 
ship issue was a minor consideration in 
Shipping Board policy, for there were 
no intrenched interests that insisted on a 
return to private ownership, as was true 
with the railroads. The two major objec- 
tives of the peacetime shipbuilding pol- 
icy were (1) to provide “buffer employ- 
ment” for returning soldiers and (2) to 
minimize losses in contract cancellations 


6 Third Annual Report of the United States Ship- 
ping Board (1919), p. 73. 
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and building policies. But again, as 
might be expected from the spirit of the 
times, the second consideration was given 
the most weight, although if one were to 
judge from certain press releases the first 
objective was uppermost in the counsels 
of the Shipping Board. 

The first official statement on demobi- 
lization policy issued by the government 
said that “many government activities, 
like the shipbuilding industry, will con- 
tinue uninterruptedly,’”’ giving the dis- 
tinct impression that the program was 
not to be curtailed. Mr. Charles Piez, 
vice-president of the Emergency Fleet 
Corporation, followed this up with the 
statement that the signing of the Armis- 
tice would not affect the shipbuilding 
program which “will be the biggest factor 
in tiding over the period between war- 
production and peace conditions.’’* 

However, in reply to a Senate resolu- 
tion calling on the Shipping Board for 
an accurate statement of policy, Mr. 
Piez stated on November 26 that fre- 
quently quoted statements that 200,000 
more men were needed in the shipyards 
were made on the basis of estimates made 
several months previously and that the 
Shipping Board was following a cancella- 
tion policy designed to bring the indus- 
try promptly back to normal.’? This, it 
would appear, represented a right-about- 
face from the policy previously an- 
nounced. This was, in fact, the case, for 
in the 1919 Annual Report the Shipping 
Board chairman stated: 

Immediately after the signing of the Armi- 
stice, and throughout the remaining seven and 


one-half months of the fiscal year, construction 
activities were curtailed as rapidly as the physi- 

27 Official United States Bulletin, November 12, 
1918, p. I. 

28 Literary Digest, LIX (1918), 89. 

29 Official United States Bulletin, November 26, 
1918, p. 3. 


cal condition of the building program and the 
financial interest of the Government permitted. 
Suspensions of contracts were ordered, and a 
careful examination of the status of each sus- 
pended contract made. In practically every 
case in which a contract could be cancelled at 
less cost to the Government than the difference 
between the cost to complete and the probable 
market value at time of completion, cancella- 
tion was made.3° 


Still another abrupt reversal of policy 
appears to have been made on Decem- 
ber 5, when the Shipping Board an- 
nounced that a new plan had been drawn 
up with the War Department, whereby 
200,000 jobs in shipyards and merchant 
crews would be available to the soldiers 
released in the next few months. To give 
the soldiers first choice and firsthand in- 
formation on the job opportunities, the 
Shipping Board sent three special agents 
to each camp to explain the opportunities 
available.* It is highly probable, how- 
ever, that a great many of these reported 
200,000 new vacancies were created not 
by new work but by workers quitting and 
returning to peacetime employment. 

In the meantime the work of curtail- 
ment had got under way. On November 
20 the first step was taken when the gen- 
eral manager was given power to settle 
minor claims, which in his judgment 
should be acted upon at once to effect the 
greatest economy. The total of such 
claims was to be limited to $200,000. On 
December 10, 1918, the board of trustees 
decided to cancel contracts for wood hulls 
where the loss was not more than $200,- 
ooo and for complete wood ships where 
the cost of cancellation did not exceed 
$300,000. All contracts for vessels the 
keels of which could not be laid before 
July 1, 1919, were also canceled, provid- 


3° Third Annual Report of the United Siates Ship- 
ping Board (1919), pp. 9-10. 

3 Official United States Bulletin, December 6, 
1918, p. 7. 


= = re 65 6 jee bee he ee Ul CO 


+S = 


PUBLIC WORKS PROGRAM AFTER WORLD WAR I 


ing the loss involved was not excessive. 
The cancellation in steel vessels alone 
under this decision amounted to more 
than two million tons. On January rs, 
1919, the board finally established a defi- 
nite procedure to be followed in connec- 
tion with cancellation.* 

The first step involved preliminary 
surveys for selection of contracts to be 
suspended and notification of the con- 
tractor to cease work and furnish a com- 
plete statement under oath showing all 
costs and commitments incurred on 
the project. Second, the statement was 
checked by the Claims and Cancellations 
Section in conjunction with the offices of 
the district manager, district auditor, 
and district plant engineer. Third, the 
statement was analyzed to determine the 
cost of the cancellation. If the cost were 
less than fifty dollars per deadweight ton, 
reinstatement of contract was ordered if 
other conditions were satisfactory. The 
fifty dollars was selected as the dividing 
line, since the market price of ships was 
fifty dollars per deadweight ton. Fourth, 
if cancellation were finally ordered, negoti- 
ations were begun with the contractor, 
and when a mutually satisfactory settle- 
ment had been agreed upon it was sub- 
mitted to the Cancellation Board. For 
payments less than $50,000 the Cancel- 
lation Board had final jurisdiction, but 
in cases involving larger amounts the di- 
rector-general’s approval was required in 
addition. 

To insure fairness to the different ship- 
yards and to minimize industrial disloca- 
tion as much as possible, nine major fac- 
tors were considered in the process of 
contract cancellations. 

1. Cost to the Corporation of the cancellation 
2. Progress in respect to each hull proposed for 
cancellation 

Third Annual Report of the United States Ship- 
ping Board (1919), pp. 50-51. 


. Quantities of material at the yard 

. Percentage manufactured or fabricated 

. Status of the contracts as to amortization of 
plant investment 

. Whether new or old yard 

. Whether the Corporation had an investment 
interest 

. Whether the program included a surplus of 
the type of ship proposed for cancellation 

. Whether the general labor situation in each 
yard receiving cancellation orders would be 
disturbed by the cancellations 


The total projected program of the Ship- 
ping Board amounted to 3,268 ships, or 
18,381,276 deadweight tons. Post-war 
cancellations reduced the program by 
951 ships of 4,687,465 deadweight tons, 
or a decrease of approximately 25 per 
cent, with a reduction in ultimate expen- 
ditures of at least $650,000,000.*4 

In spite of sizable reductions in the 
original shipping program, however, the 
continued construction of ships was the 
one conspicuous example of government 
expenditures that might be considered 
“buffer employment” for the emergency. 
But in reality the purpose of such post- 
war construction was far from being pri- 
marily the easing of readjustment for 
soldiers, sailors, and war-workers. 


4. LAND-SETTLEMENT PLANS 


The land-settlement plan of Secretary 
of the Interior Lane had been the one 
outstanding example of widely publi- 
cized pre-Armistice planning. Congress 
had appropriated $200,000 for prelimi- 
nary surveys by the Reclamation Serv- 
ice but had refused to take any further 
action on Lane’s proposal. While practi- 
cally all the English-speaking countries 
of the worid had elaborate plans already 
approved and ready for action, all ap- 


33 Ibid., pp. 81-82. 


34 Fourth Annual Report of the United States Ship- 
ping Board (1920), p. 95. 
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peals for action in this country had fallen 
on deaf ears. 

In his message to Congress on Decem- 
ber 2, President Wilson added his whole- 
hearted support to Lane’s plan: 

I particularly direct your attention to the 
very practical plans which the Secretary of the 
Interior has developed in his annual report, and 
before your committees, for the reclamation of 
arid, swamp, and cut-over lands, which might, if 
the States were willing and able to cooperate, 
redeem some three hundred million acres of land 
for cultivation The Congress can at once 
direct thousands of the returning soldiers to the 
reclamation of the arid lands which it has al- 
ready undertaken, if it will but enlarge the plans 
and the appropriations which it has intrusted to 
the Department of the Interior.3s 


Under the proposal submitted to Con- 
gress on December 2, the state govern- 
ments were to furnish the land, acquiring 
it either by purchase or by arrangement 
with the owners, and the federal govern- 
ment was to furnish $100,000,000 to be 
used in reclaiming the land, preparing it 
for agricultural purposes, building hous- 
es, outbuildings, etc., and providing the 
necessary equipment. The bill was de- 
signed to give employment to 100,000 
men and to develop eventually 25,000 
farms, with full payment for the land to 
be completed within forty years at 4 per 
cent interest.*° By February 27 the bill 
had been reported favorably out of the 
Public Lands Committee of both the 
Senate and the House,*’ but with the ses- 
sion ending within another week action 
was postponed. 

Although Congress adjourned without 
taking action, Secretary Lane continued 
to press his proposal with the hope that 
the new Congress would see the light. 


38 New York Times, December 3, 1918, p. 3. 

36 Reclamation Record, X (1919), 8-9; New York 
Times, January 11, 1919, P. 4. 

37 Daily Digest of Reconstruction News, Febru- 
ary 27, 1919, Pp. I. 


By the end of March, thirty-two states 
had taken some kind of action on the pro- 
posed land-settlemeat bill with enabling 
legislation in preparation ‘or the passage 
of the federal act, and over twenty-five 
thousand written inquiries had been re- 
ceived by the Department of the Interior 
from soldiers and sailors, with additional 
inquiries being received at the rate of 
five hundred to six hundred a day.** By 
May 9g inquiries for homesteads from sol- 
diers and sailors had increased to forty 
thousand,’ on May 15 Republican and 
Democratic leaders agreed to support 
Lane’s bill (now presented by Senator 
Mondell and carrying an appropriation 
of $500,000,000),4° and on May 20 Presi- 
dent Wilson once more recommended 
passage of Lane’s land settlement in his 
message to the new Congress.“ But all 
was in vain. President Wilson was still 
urging the enactment of land-settlement 
legislation in his message to Congress on 
December 2, 1919.” 

In the face of such widespread approv- 
al of the plan, how is the failure of con- 
gressional action to be explained? Sev- 
eral major factors contributed to the fail- 
ure of the plan. In the first place, Secre- 
tary Lane’s plan, while receiving more 
publicity than Secretary Wilson’s colo- 
nization plan, was a definitely inferior 
plan, because (1) it overlooked the eco- 
nomic organization of the new commu- 
nity and (2) it did not provide a check 
against the type of land speculation 
which had undermined the value of all 


38 Official United Siates Bulletin, March 15, 1919, 
pp. 6-7; Daily Digest of Reconstruction News, March 
28, 1919, pp. 1-2. 


39 Daily Digest of Reconstruction News, May 9, 
1916, P. I. 

4° New York Times, May 17, 1919, p. 12. 

4* Reclamation Record, X (1919), 242. 

# Ibid., XI (1920), 2. 
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previous homesteading in American his- 
tory.” 

In the second place there were serious 
doubts about the desirability of even a 
sound land-settlement plan. The great- 
est opposition came from farmers them- 
selves. At its annual convention in No- 
vember, 1918, the Grange went on record 
squarely against the Lane soldier settle- 
ment plan as being 


.... unsound and impractical and detrimental 
to the best interests of the nation and agricul- 


This plan fails to take into consideration the 
previous occupations, desires or ambitions of 
these boys and the economic welfare of estab- 
lished agricultural communities. 

There is an abundance of unused and unten- 


43A critical memorandum by the War Labor 
Policies Board staff on the merits of Secretary Lane’s 
plan stated: 

“He sees the necessity for the construction of 
houses, barns, drains, ditches and fences. What he 
does not see apparently is the need for the economic 
organization of the community as well as the indi- 
vidual unit. Markets, warehouses, elevators and 
transportation facilities must be organized in a rural 
as well as an urban community. 

“With regard to the other defect in our old 
policy, Secretary Lane has again chosen the wrong 
method. Just as he has chosen homesteading in- 
stead of colonization, as championed by Secretary 
Wilson, so he has also broken with the latter in 
failing to seek a means for checking speculation. 

“There is no reason to believe that under Mr. 
Lane’s proposal we should not have a repetition of 
the Oklahoma experience where a dozen years 
after admission to the Union, nearly half of the 
farms were operated by tenants 

“Mr. Wilson . . . . is insistent that title shall not 
pass, but remain in the Government. Mr. Wilson 
would avoid the possibility of speculation by avoid- 
ing outright sale altogether, and substituting a 
rental based upon the productive capacity of the 
land. This is of benefit both to the settler and to the 
Government, saving the first the disadvantage of 
going into debt for the large capital needed to 
purchase, and insuring to the latter the benefits of 
the socially created values for social purposes” 
(War Labor Policies Board, Analysis of Land Settle- 
ment Plans [unsigned and undated, War Labor 
Policies Board Records, Archives]; see also The 
Public, XXII [1919], 819-21). 
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anted farm lands near established market cen- 
ters to supply all needs in this direction. 


Even Secretary of Agriculture Houston 
was opposed to the plan, referring to it 
in his diary at the time as 
. ...a scheme which I had turned down, which 
Lane had not canvassed with me, and which was 
disapproved by most agricultural leaders of 
authority in the nation 

The scheme had many defects, not the least of 
which were that it contemplated developing 
desert, swamp and cut-over lands in remote 
sections, taking soldiers away from their homes 
and friends at a time when there were available 
near-by lands which could be secured. The na- 
tion has not reached the stage in its agricultural ~ 
development when it would pay it on a large 
scale to put water on land in many arid sections 
or to drain the difficult swampy places, and it is 
not now suffering from a lack of farmers and 
underproduction of farm products.‘ 


It is true, as Lane contended, that the 
plan would not have enormously in- 
creased agricultural production, at least 
in its rather meager beginning, but it is 
also true that Lane, himself, had no ink- 
ling of the likelihood of future agricul- 
tural “overproduction.” Furthermore, 
even a sound land-settlement plan would 
have drained the American rural commu- 
nity of some of its best “blood,” when 
what was needed most was the re- 
turn of soldier-farmers to their home 
communities to bring to them new ideas, 
new attitudes, new training, and new en- 
thusiasm. The need of the hour was the 
reconstruction of the American rural 
community as a whole rather than the 
setting-up of the pick of rural youth in 

44 National Grange, Journal of Proceedings of the 
National Grange (1918), p. 157. 


4sDavid Houston, Eight Years with Wilson’s 
Cabinet (New York, 1926), I, 351; see also his ad- 
dress, Proceedings of the roth Meeting of the Gover- 
nors, December 16-18, 1918, Annapolis, Maryland, 
P. 47. 

46 See Annual Report of the Secretary of the Interior 
(1919), PP. 24-25. 
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ideal new communities over the coun- 
try.‘7 Still another question in the minds 
of legislators was whether or not suffi- 
cient numbers of soldiers and sailors 
would really be interested in clearing 
land or draining swamps when the time 
came for them to start and, after start- 
ing, how many of them would be willing 
to carry through the job to completion. 
The written inquiries which Secretary 
Lane proudly displayed might or might 
not have been a real indication of capa- 
ble, interested men. 


5. CONCLUSIONS ON THE FEDERAL GOVERN- 
MENT’S PUBLIC WORKS POLICIES 


The government’s public works pro- 
gram was a dismal flop. Its public works 
program proper was conspicuously small, 
and the attempts of Senator Kenyon to 
get some emergency legislation were in 
vain. The railroads presented an excel- 
lent opportunity for much-needed semi- 
public works, but the complexities of the 
political situation quickly smashed ali 
hopes there. The land-settlement plan 
was much talked about but got no fur- 
ther than talk. Only in shipbuilding was 
there any real provision of “stop-gap” 
employment for those temporarily unem- 
ployed, and even here this result was in- 
cidental to the necessities of the situa- 
tion. While enlightened opinion both in- 
side and outside of the government was 
continually demanding a large program 
of public works, the legislative arm of the 
government remained adamant to all ap- 
peals. With Congress failing to take ac- 
tion, the responsible departments of the 
federal government then turned their 
ammunition on the states, the municipal- 
ities, and John Q. Citizen. 


47 Walter Pitkin, “Swamp of Civilization,” Dial, 
LXVII (1919), 51-53. 


C. GOVERNMENT CONSTRUCTION POLICY 
ADVOCATED FOR OTHERS 


Earlier in this paper the appeal of the 
War Labor Policies Board to the mayors 
of the principal cities and later to the 
annual Governors’ Conference for imme- 
diate resumption of deferred public con- 
struction was noted. But exhortations 
were not enough to induce a great revival 
of public building in the face of inflated 
construction costs. When President Wil- 
son returned to the United States in 
mid-February and found it in a state of 
industrial stagnation, he promptly called 
a Conference of Governors and Mayors 
in Washington for March 3-s, for the 
purpose of working out “a definite na- 
tion-wide policy to stimulate public and 
private construction and industry in gen- 
eral,’”’4* 

In other words, although Wilson him- 
self had directed that the economy be 
turned back to the fortunes of natural 
forces in his message of December 2, 
1918, and although the federal govern- 
ment was embarking on ne comprehen- 
sive public works program itself, never- 
theless it was a good idea to preach to 
others—in short, “Let George do it.” 
But the attempt of President Wilson to 
throw the burden upon the states and 
cities was thoroughly rebuked by the 
governors and mayors assembled. Among 
the most pregnant criticisms was that of 
Mayor Rolph of San Francisco: 

What we want to know is, how the American 
hero, walking the streets of New York, is going to 
find a job on a road in this country? We are here 
to find employment for these men out of work. 
We believe that the trouble is not in our own 
localities but here in Washington, the seat of the 


National Government, and if there is anything to 
be corrected it is to be corrected right here.‘ 


4* New York Times, February 26, 1919, p. 1. 

4° Proceedings of the President’s Conference of 
Governors and Mayors, March 3-5, 1919 (U.S. De- 
partment of Labor, 1919), pp. 213-14. 
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The campaign to enlist the support of 
states, counties, and cities in a program 
of public works could not be called much 
of a success. The chief reasons that were 
given in the Conference for hesitancy on 
the subject were (1) high construction 
costs in the face of low pre-war appropri- 
ations of state, county, and local legisla- 
tive bodies, (2) the maintenance of pro- 
hibitive freight rates on building materi- 
als that the Railroad Administration had 
imposed during the war to discourage 
nonessential construction, and (3) lack of 
federal leadership in the issue. 

The federal government was pitifully 
weak in meeting the challenge presented 
by the Conference. The Industrial Board 
attempted a price-reduction program 
that, if successful, would have led finally 
to a reduction in construction costs, but 
this plan was blocked in the controversy 
with the Railroad Administration later 
in the month.*° The director-general of 
the railroads, Walker Hines, told the gov- 
ernors and mayors that “the most care- 
ful and expeditious consideration” was 
being given to the prohibitive freight 
rates on building materials by the Rail- 
road Administration and that he was ex- 
pecting a report in the next ten days on 
the basis of which he would immediately 
take sympathetic action.* On the third 
complaint, no federal leadership was 
forthcoming, with Wilson going to Eu- 
rope and a conservative Republican Con- 
gress coming into existence. As might be 
expected, then, few concrete results came 
out of the Conference. The mayors and 
governors went home and did little more 
than they would otherwise probably 
have done. The total municipal construc- 


8°See author’s article, “The Industrial Board, 
Precursor of the N.R.A.: The Price-Reduction 
Movement after World War I.” 


5" Proceedings of the President’s Conference of 
Governors and Mayors, p. 234. 
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tion in 1919 amounted to $461,000,000, 
only about $113,000,000 more than in the 
low year of 1918. Total state and county 
construction in 1919, including federal 
grants-in-aid, amounted to only $543,- 
000,000, less than $100,000,000 above 
the amount in the restricted year of 
1918." 

Government efforts in other fields were 
almost equally unsuccessful. Of all fed- 
eral agencies the Department of Labor 
was naturally the most concerned about 
the employment situation. When the 
early optimism of November and Decem- 
ber, 1918, began to darken with increas- 
ing labor surpluses appearing in the in- 
dustrial centers, a Division of Public 
Works and Construction Development 
was organized on December 30, 1918, in 
the Department of Labor. For two 
months the Division made an intensive 
investigation of the construction indus- 
try. The findings of the study indicated 
that (1) the index number of union wage 
scales in forty-one leading cities had in- 
creased only 25.8 per cent since 1914, be- 
ing less than the percentage advance in 
most other wages, (2) the rise in con- 
struction costs was fully 20 per cent less 
than the rise in the general commodity 
price level, and (3) there had been prac- 
tically no advance in urban land values. 

Professor Irving Fisher, then president 
of the American Economic Association, 
was sought for advice as to the future 
course of the price level. It was his opin- 
ion, embodied in an article, “The New 
Price Revolution,” which received wide 
circulation at the time, that with the ex- 
isting depreciation of the dollar through 
monetary and credit inflation the price 
level could not be expected to recede 
much further, if at all, for years to come. 
In early January questionnaires were sent 
to 15,000 architects, engineers, public of- 
s? Chawner, op. cil., p. 19. 
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ficials, and others in an effort to discover 
how much public and private building 
had been deferred and how much defi- 
nitely abandoned. Replies received, al- 
though incomplete, disclosed that there 
were 3,378 private projects deferred, 
amounting to $481,062 ,000, and 3,094 de- 
ferred public projects, valued at $1,230,- 
000,000.53 A meeting with twenty-five 
representatives of building and loan as- 
sociations on February 7 ‘‘to formulate 
plans for necessary construction and the 
obtaining of assistance to this end” 
showed that, according to conservative 
figures, more than 1,000,000 homes were 
needed to take care of the normal growth 
and destruction during the two years of 
war. The major portion of this construc- 
tion, which normally amounted to 600,- 
ooo homes a year, was believed not to 
have been completely abandoned but 
merely deferred.5* With all these find- 
ings collected, it appeared that the coun- 
try was ripe for a vigorous “Own Your 
Own Home” campaign. Moreover, it was 
a particularly timely campaign since “the 
best antidote for anarchy is home own- 
ing. The man who owns his own home 
will never desire Bolshevism.’’s 

By the first of March the campaign 
was ready to be officially launched at the 
President’s Conference. Mr. Trigg, pres- 
ident of the National Federation of Con- 
struction Industries, presented an “Own 
Your Own Home” campaign to the gov- 
ernors and mayors as one type of con- 
crete action that could be started at once. 
The Public Works Division of the De- 
partment of Labor was prepared to pro- 
vide each community with definite plans 

53 Division of Public Works and Construction 
Development, Economics of Construction Industry 
(U.S. Department of Labor, 1919), pp. 8-16. 

54 Official United States Bulletin, February 7, 
1919, P. 7. 

5sHenry Teague, associate director of the Divi- 
sion of Public Works, in Proceedings of the President’s 
Conference of Governors and Mayors, p. 157. 
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for organization. Furthermore, it would: 
outline and furnish newspaper articles for 
a publicity drive, it would give sugges- 
tions as to financing the program, and, if 
occasions demanded, it would even send 
an expert to the community for personal 
advice and supervision.* The movement 
was ready to go in earnest. Campaigns 
were projected in ninety-two cities and 
actually organized in  seventy-eight, 
while correspondence was carried on 
with nearly two thousand cities in the 
United States. Looking over the field at 
the end of the year, the Department of 
Labor was satisfied that “the work was 
done,” although the “exact amount of re- 
sumed building attributable to the cam- 
paign itself can probably never be de- 
termined.”’s? 

Supplementing the work of the De- 
partment of Labor, the Emergency Em- 
ployment Committee under the direction 
of Colonel Woods, working primarily in 
the War Department, put on its own 
campaign to stimulate public works 
around the first of April, 1919. Major 
Marlow, who had charge of this work, 
wrote up his achievements as follows: 


The Public Works Branch was able, not only 
to overcome the unfavorable factors which had 
threatened to obstruct the execution of public 
works throughout the country, but also to speed 
up many new public projects together with ac- 
companying private projects.’ 


Still another effort was made to stimu- 
late public works in Colonel Woods’s 
spruce-up campaign. The purpose of this 
drive was to get individual householders, 
merchants, and manufacturers to make 
necessary repairs and improvements to 


56 Tbid., pp. 201-2. 


s7 “A Report of the Secretary of Labor,” Annual 
Report of the Department of Labor (1919), p. 179. 


58 Memorandum to Colonel Woods from a Cap- 
tain of the United States Army, September 20, 1919 
(Council of National Defense Records, Archives). 
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their property that had been delayed 
during the war.*? 


D. CONCLUSIONS 


Although repeated efforts were made 
by the federal government to stimulate 
public and private construction through- 
out the demobilization period, the results 
were pitifully small. Perhaps the best 
measures are to be found in the three con- 
struction volume indexes that cover that 
period, as shown in Table 1. The Engi- 
neering News Record index of physical 
volume of construction, weighting heav- 
ily industrial types of construction, 
showed that production in 1919 had re- 
turned to within 2 per cent of the 1913 
level. The Associated General Contrac- 
tors’ index, which emphasized primarily 
residential construction, in the same year 
indicated that production was 14 per 
cent below the 1913 level. The Depart- 
ment of Commerce Index of Physical 
Volume of New Construction of all kinds 
indicated that production in 1919 was 
slightly over 87 per cent of the 1921-30 
average. It would appear, then, that, 
while private and public construction in 
1919 had increased considerably above 
1918, it had not yet returned to the pre- 
war level, to say nothing of making up 
wartime deficiencies. The efforts to stim- 
ulate public and private works, however 
vocal they might have been, must there- 
fore be pronounced only slightly effective. 

Basically, the reasons for this failure 
were three. First, the federal govern- 
ment itself did not initiate action in its 
own buying policies such as would en- 
courage construction by other govern- 
mental divisions, corporations, and indi- 
viduals. Second, the federal government 
failed utterly in its attack on the high 
cost of construction. Third, there was a 
lack of adequate machinery for making 
and marketing real estate loans. The ex- 


89 Ibid., pp. 24-25. 
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tensive study which the Division of Pub- 
lic Works and Construction made of the 
construction industry in the first several 
months of 1919 showed that one of the 
limiting factors in the retarding of the 
construction industry was the lack of ad- 
equate credit facilities. Their specific 
recommendations embodied in proposed 


TABLE 1 


INDEXES OF THE VOLUME OF CONSTRUCTION 
IN THE UNITED STATES, 
ANNUALLY, 1910-24 








Department 
of Commerce 
Index* 
(1921-30 
=100) 


Engineering 
News Record 
Indext 
(1913 = 100) 


Associated 
General Con- 
tractors’ 
Indext 
(1913 = 100) 





72 
73 
73 
62 
63 


56 
57 


59 
61 


62 98 


55 99 
61 96 
78 147 
88 146 
98 154 163 














* Lowell Chawner, Construction Activity in the United States, 
1915-17 (U.S. Department of Commerce, 1938), Fig. 8, p. $3; 
Data a cunolied eam the courtesy of Samuel J. Dennis, 
of Construction Real Property Section, partment va 
Commerce. 

t Standard Trade and Securities, LX XX (1936), F-19, sec. 6. 

Survey of Current Business: Annual Supplement (1932), 
PP. 36-37. 
legislation were (1) “a standardized and 
a simplified method of examination of the 
security offered on real estate loans” and 
(2) “a system of real estate mortgage 
banks which would rediscount real estate 
mortgage loans and issue thereon real es- 
tate mortgage bonds.’®* Congress never 
took action on the bill, however. 

Park COLLEGE 
PARKVILLE, Missouri 


% Division of Public Works and Construction 
Development, Economics of the Construction Indus- 
try (1919), Pp. 233- 





HOW GOVERNMENT PURCHASING PROCEDURES 
STRENGTHEN MONOPOLY ELEMENTS 


WESLEY C. BALLAINE 


SHARP increase in federal spend- 
ing, unaccompanied by a corre- 
sponding rise in revenue, has 

been widely accepted as a panacea for the 
unpleasant effects of depression. It 
seems probable that in post-war years 
this procedure will become the “ap- 
proved” method by which the state will 
not only attempt to counteract the 
downward swing of the business cycle 
but also offset a possible secular lessening 
of investment due to declining interest 
rates. Most government expenditures 


designed to accomplish these objectives 
involve direct purchases of large quanti- 
ties of materials and supplies for public 
works programs. In some instances the 
government buys finished products and 


in others raw or semiprocessed materials, 
which are turned over to contractors for 
further fabrication or use in construc- 
tion. From a more immediate point of 
view, it appears likely that an ambitious 
public works program financed by the 
federal government will be adopted as an 
attempt to reduce the shock of convert- 
ing our war economy into one of peace. 
In view of the prospective importance 
of post-war government purchasing, a 
critical appraisal of the peacetime pro- 
cedures by which the government enters 
the market is in order. Alterations in the 
laws outlining these procedures have oc- 
curred slowly during the past half-cen- 
tury. The trend, however, has been in 
the direction of increasing the number 
of hurdles a potential seller must clear 
before securing a contract. The only 
emergencies that have led to substantial 


liberalization have been World Wars I 
and II. The wartime changes of 1917-18 
proved temporary, and it is assumed here 
that this will also be the case for current 
innovations. Therefore, the economic 
implications of wartime modifications 
will be omitted from this discussion. 
Nevertheless, the present enormous vol- 
ume of government purchases is clearly 
exposing the weaknesses of certain other 
procedures not changed by the war, so 
that a few recent illustrations are ap- 
propriate. 

The extensive recent literature re- 
garding the economic aspects of govern- 
ment spending deals primarily with such 
topics as the particular type of commod- 
ity or service to be acquired by the gov- 
ernment in order that the “multiplier” 
shall operate most effectively, the proper 
monetary policies to support the pro- 
gram, etc. On the other hand, discussions 
of government purchasing practices are 
interested primarily in analyzing the 
ability of the government to buy cheap- 
ly, although some attention is paid to 
labor policies of government contractors, 
as well as to difficulties that businessmen 
experience in selling to the government. 
Except for a Temporary National Eco- 
nomic Committee monograph discussed 
below, little has been written about the 
effect of government purchasing proce- 
dure on competitive conditions in the 
suppliers’ industries. The view expressed 
in this paper is that peacetime govern- 
ment procurement technique has nu- 
merous characteristics which tend to re- 
duce the number of firms in industries 
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selling to the government. This, of 
course, does not preclude the simultane- 
ous existence of other offsetting tenden- 
cies. It is further assumed that a reduc- 
tion in the number of firms in an indus- 
try indicates a lessening of competition 
or, conversely, an increase in the monop- 
oly elements already present. 

Generally speaking, economic litera- 
ture dealing with government spending 
as a means of increasing national income 
overlooks what the writer believes to be 
important institutional limitations. 
There is a tacit assumption that govern- 
ment demand has the same repercussion 
upon sellers as does nongovernment de- 
mand. This is not valid. Most analyses 
gloss over or ignore the step by which the 
government contracts to exchange mon- 
ey for goods. The fact is that a market 
in which the government constitutes an 
important part of the demand differs 
substantially from one in which demand 
is entirely made up of numerous indi- 
vidual buyers. These differences tend to 
make sellers in the former market more 
monopolistic than those in the latter. 
This tendency is more marked in the case 
of industrial goods than in that of con- 
sumers’ goods. Therefore, a social cost of 
public works programs, particularly when 
the government purchases directly in the 
industrial goods market, is the fostering 
of monopolistic elements among the 
sellers by the government’s procurement 
procedures. 

The effect upon competition among 
sellers of a change in the type of demand- 
ers in a market is an aspect of economic 
discussion which has not been fully ex- 
plored. It is hoped that this paper 
may throw some light on the subject. 

It should be clearly understood that 
this paper is not concerned with second- 
ary or expansionist effects of public works 
programs. It deals only with the pri- 
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mary results of the impact of govern- 
ment purchasing procedure on competi- 
tion in industries selling to the govern- 
ment. 

The first factor tending to restrict the 
number of government suppliers is that 
government officials are forced, for ad- 
ministrative reasons, to enter into con- 
tractual agreements with comparatively 
few suppliers. Under the most favorable 
conditions, the government’s purchasing 
procedure operates to prevent its sup- 
pliers’ industrial structure from even re- 
motely approaching an atomistic state. 
One reason for this is that there is a 
limit to the number of contractors that 
can be supervised. 

This point may be illustrated by a 
wartime development similar to one 
which might easily occur during a severe 
depression when extensive government 
“pump priming” may be important in 
directly supporting certain industries. 
Recently there has been considerable 
criticism in Congress and the press over 
the allocation of war contracts. It has 
been charged that one of the reasons 
why we may emerge from the war with 
an economy dominated by large manu- 
facturers to a greater extent than has 
ever previously been the case is that 
there has been discrimination against 
“small business” in placing government 
purchases. The chairman of the Senate 
Committee on Small Business stated, 
January 18, 1943, that 70 per cent of all 
prime contracts are in the hands of one 
hundred companies and that subcon- 
tracting is proceeding at a snail’s pace.’ 
Regrettable as this situation is, the num- 
ber of government suppliers must ob- 
viously be small enough to be admini- 
stratively manageable. A restriction up- 
on the number of firms in an industry 
which can receive government contracts 

* New York Times, January 19, 1943, P. 27. 
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means that those not so favored will 
tend to drop out, particularly when there 
are few other buyers except the federal 
government. 

A second factor, and one which seem- 
ingly could be partly overcomé by edu- 
cation and experience, is the reluctance 
of many businessmen to sell to.the gov- 
ernment. Statements such as the follow- 
ing, recently made by the editor of Pur- 
chasing, a monthly magazine published 
by the National Association of Purchas- 
ing Agents, should not be dismissed as a 
mere expression of bias: 

But the moment this simple transaction is 
transferred from the civilian or industrial to the 
military or governmental realm, it becomes very 
complicated indeed. Buying and selling meth- 
ods are’ thrown into confusion. A tangled web 
of red tape is thrown around the bid, the order, 
and the shipment, and it sometimes forms an 
impenetrable barrier between the producer and 
the potential user.? 


Despite the fact that “‘red tape’ 
surrounding Federal procurement is for 
the purpose of insuring publicity, hones- 
ty and thoroughness,’’’ it has the effect 
of eliminating a number of potential gov- 
ernment suppliers, largely because of the 
risk of either large losses or fines if errors 
are made in routine. Selling to the gov- 
ernment is characterized by different 
risks‘ from those to which most vendors 
are accustomed in their transactions 
with ordinary business houses. Many do 
not have the facilities for minimizing 
these risks. 


To the average firm the thought of selling to 
the Federal government brings to mind a mys- 


* Stuart F. Heinritz, “How To Buy a Screw,” 
Purchasing, November, 1942, p. 52. 

3R. J. Monteith and A. S. Burack, Methods and 
Procedures in Federal Purchasing (Boston, 1933), 
Pp. 227. 

4Two contrasting experiences of firms holding 
government contracts are given by L. L. Bollinger, 
“Dealing with Uncle Sam,” Harvard Business Re- 
view, winter, 1941, pp. 211-20. 
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terious procedure of unraveling official routine, 
studying page after page of fine print containing 
legal and technical phraseology, of making bids, 
providing sureties, undergoing rigid inspections, 
Years of experience in the field of Federal pur- 
chasing has demonstrated that the average 
manufacturer knows very little about the 
correct procedure of selling to the Govern- 


The situation, as it is generally misunder- 
stood by the inexperienced manufacturer or 
merchant, is illustrated by a case recently 
brought to the attention of the Interdepart- 
mental Board of Contracts and Adjustments, 
wherein it was disclosed that a contractor had 
added $10,000 to his bid. When asked by the 
contracting officer why he had added this sum 
to his bid, he replied that the contract contained 
ten paragraphs of fine print which he had not 
read and probably would not understand if he 
did read, and that he added $1,000 for each 
paragraph to play safe.s 


Whether or not the reluctance of 
many businessmen to assume the risks 
peculiar to government contracts is ra- 
tional is irrelevant for present purposes. 
The point is that its existence tends to 
lessen competition among vendors in a 
market in which the government consti- 
tutes an important part of the demand. 

Those particular differences between 
government and commercial procure- 
ment techniques that are important for 
the purposes of this investigation may 
be easily ascertained, but it is doubtful 
if government practices could be suff- 
ciently modified to overcome them. The 
basic trouble is that the government 
plays the game with a somewhat differ- 
ent set of rules from those used by indus- 
trial buyers.° The most important dis- 
tinction is that government purchasing 
is hedged about by a large number of 
laws. For example, in 1940 the naval 
contract system contained two hundred 


5 Monteith and Burack, op. ci#., pp. 11-12. 

¢ For industrial purchasing procedure see H. T. 
Lewis, Industrial Purchasing Principles and Prac- 
tice (Chicago, 1939). 
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and thirty-one statutory requirements.’ 
Many of them imposed heavy penalties 
on violators. Not only must the con- 
tractor abide by congressional legisla- 
tion, but he must also follow depart- 
mental directives and memoranda, court 
decisions, and interpretations by both 
the Attorney-General and the Comp- 
troller-General. This means that gov- 
ernment purchasing is based upon writ- 
ten rules and their interpretation, with 
the result that personal relations are far 
less important than in commercial prac- 
tice. As a result, the seller finds that the 
government officials with whom he deals 
lack the authority which he expects 
purchasing agents to possess. 

The responsibility for following cor- 
rect routine rests primarily upon the 
seller. A minor error by the contractor 
may easily result in refusal by the gov- 
ernment to accept the goods or to allow 
full payment if they are accepted. The 
enforcement of “correct” routine is 
largely in the hands of the General Ac- 
counting Office, the head of which is the 
Comptroller-General. The duties of this 
independent establishment are to settle 
and adjust all accounts in which the gov- 
ernment is concerned either as debtor 
or as creditor.* The Comptroller-Gener- 
al “attaches the stigma of illegality to 
any deviation from conformity, however 
technical may be the infraction. This is 
his power—to fix the rules by which ad- 
ministration must be carried on, and to 
enforce them.” Friction between con- 


1 Conditions of Government Contracts: Hearing be- 
fore Subcommittee No. 1 of the Commitice of the Ju- 
diciary (U.S. House of Representatives, 76th Cong., 
3d sess., on S. 1032, H.R. 3331, and H.R. 6395) 
(Washington, D.C., 1940), p. 121. 

5U.S. Code, Title 31, chap. 2, sec. 71. General 
Accounting Office control over expenditures of gov- 
ernment corporate appendages varies. 

» Harvey C. Mansfield, The Comptroller General 
(New Haven, Conn., 1939), p. 3- 
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tractors and the government seems un- 
avoidable when the judgment of an au- 
ditor in the General Accounting Office in 
Washington is substituted for that of a 
man on the ground where the work is 
done—a judgment, furthermore, based 
only on documentary evidence and to 
which the legal rules of proof are applied. 
An example of these difficulties, of minor 
consequence individually but of impor- 
tance in the aggregate, is the interpreta- 
tion that, if a disappointed bidder pro- 
tests, a contractor cannot proceed with 
government work until the Comptroller- 
General decides that there is no merit in 
the protest."° 

It is impossible to estimate quanti- 
tatively the extent to which the attitude 
of the General Accounting Office dis- 
courages competition for government 
contracts. Once a firm has accepted a 
government contract, the risk of loss 
through error in routine can be mini- 
mized by utilizing skilled legal and ac- 
counting advice, but only the largest 
firms normally have individuals with 
such skills on their staffs. This places 
smaller concerns at a distinct disadvan- 
tage. The need for skilled advice at a 
time when the government is an impor- 
tant buyer is obvious from the statement 
of the chief of the audit division of the 
General Accounting Office in November, 
1942, that during the preceding year his 
office had taken exception to over 
$500,000,000 in claims under cost-plus- 
a-fixed-fee war contracts (a wartime in- 
novation).“ The majority of these par- 
ticular exceptions were due to lack of 
proper data supporting requests for re- 
imbursement of costs. 

The matter of correct routine is fur- 


%° Tbid., p. 4. 


1 E. W. Bell, “General Accounting Office Review 
Procedure of War Contracts,” Journal of Account- 
ancy, November, 1942, p. 409. 





542 WESLEY C. 


ther confused through lack of uniformity 
among the various government estab- 
lishments. The government is not a 
single buyer, but many. Each buying 
agency has peculiarities in its procure- 
ment routine. A large part of the more 
commonly purchased supplies are bought 
by the Procurement Division of the 
Treasury Department. In other cases, 
particularly those agencies operating ex- 
tensively outside of Washington, each 
takes care of its own purchasing, which, 
as far as its own organization is con- 
cerned, may or may not be centralized. 
This means that a contractor must know 
not only government purchasing routine 
in general but also the peculiarities of 
each agency with which he may deal. 

Another risk of loss which looms large 
in the eyes of many businessmen con- 
templating government contracts is that 
specifications for supplies are often con- 
sidered unduly detailed and tolerances 
too narrow. This, coupled with strict 
inspection, increases the possibility of re- 
jection of the goods after they have been 
manufactured. 

The possibility of reducing the gulf 
between government and industrial pur- 
chasing practices does not appear great. 
The most hopeful aspect is that there is 
a genuine effort on the part of the gov- 
ernment procurement officials to make 
their procedure conform as nearly as 
possible to ordinary business practices.” 
Probably the most that can be done is to 
revise many government specifications 
to correspond more closely to commer- 
cial qualities. After all, spending public 
funds is considerably different from 

12 E.g., (1) Purchase of Supplies and the Making 
of Contracts by the United States: Hearings before a 
Subcommittee of the Committee on Education and La- 
bor (U.S. Senate, 76th Cong., rst sess., on S. 1032) 
(Washington, 1939), p. 41 (this is a statement by 
Captain C. W. Fisher, Construction Corps, U.S. 
Navy); (2) Treasury Department, Procurement Di- 
vision, Doing Business with the Procurement Division 
(Washington, 1941), p. 1. 
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spending private money, and there seems 
little reason to believe that substantial 
simplification in routine is politically 
feasible. 

A third factor tending to reduce the 
number of firms in an industry in which 
the government is buying an increasingly 
larger share of the output is the labor 
and materials restrictions placed upon 
government suppliers. These laws are 
discriminatory in that they apply only 
to work performed under government 
contract. They are not to be confused 
with such legislation as the Fair Labor 
Standards Act, which applies to all pro- 
ducers without regard to the identity of 
the final purchaser Furthermore, they 
cover only those particular items des- 
tined for government use, with the result 
that it is possible (but seldom practical) 
for a contractor to have two labor and 
supply policies within his plant if he can 
segregate those items to be delivered to 
the government from those going into 
the regular channels of trade. 

The labor restrictions'* are more im- 
portant than those dealing with supplies 
because they are far more likely to di- 
minish competition within an industry 
selling part of its output to the govern- 
ment. These labor restrictions began in 
a sufficiently innocuous manner. By the 
Act of August 1, 1892, Congress limited 
to eight the number of hours a laborer or 
mechanic employed on public works 
might labor. This applied to men em- 
ployed by a contractor or subcontractor, 
as well as to those working directly for 
the government. This eight-hour re- 
striction was broadened to cover men 
working on any government contract by 
the Act of June 19, 1912. 

"3 These restrictions have been substantially 
modified since the war. It is assumed that these 
changes are temporary and will be terminated when 
the war is over, rather than that they constitute a 


reversal in government policy. Accordingly, the 
modifications are ignored. 
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The length of the work week and the 
rate of pay were not affected by statute 
until the passage of the Davis-Bacon Act 
(March 3, 1931). This legislation stipu- 
lated that every contract in excess of 
$5,000 for the construction, alteration, 
or repair of public buildings should spec- 
ify that the workers employed on it were 
to be paid the same rates of wages by the 
employing contractor or subcontractor 
as those prevailing in that particular 
community for work of a similar nature. 
Its purpose was to protect local building- 
wage-rate structures at a time when 
cheaper building labor was often brought 
in from other localities.*4 The decision of 
the Secretary of Labor is final when there 
is a disagreement as to the exact level of 
the prevailing wage rate of the various 
grades of labor involved. In 1935 the 
minimum contract to which the Davis- 
Bacon Act applies was reduced to $2,000 
(Act of August 30, 1935). 

It was the Walsh-Healey Act (passed 
June 30, 1936) that put teeth into the 
labor restrictions imposed on govern- 
ment contractors. It applies to every 
contract over $10,000 for the furnishing 
or manufacturing of materials and sup- 
plies for the government. It covers such 
items as clothing, shoes, cement, fertil- 
izers, paper, etc. Any firm receiving a 
contract must be either the manufac- 
turer or a regular dealer in the goods 
ordered. This could, conceivably, eli- 
minate many potential supypliers. All 
persons employed in filling government 
contracts must be paid a wage not less 
than a minimum determined by the Sec- 
retary of Labor as prevailing “‘on similar 
work or in the particular or similar 
groups of industries currently operating 
in the locality in which the materials are 
to be manufactured.” The Supreme 


™ Arthur Dadian, “Comparison of Davis-Bacon 
and Walsh-Healey Acts,” Monthly Labor Review, 
July, 1941, p. 127. 
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Court has held that the Secretary of 
Labor does not invade the constitutional 
right of any bidder for a government 
contract by interpreting the term “lo- 
cality” to cover a large geographical 
area—even the entire nation if this ap- 
pears appropriate.’’ It will be noted that 
only a minimum wage is prescribed, 
rather than the wage of each grade of 
labor, as is the case in the Davis-Bacon 
Act. However, as a matter of practice, a 
plant whose minimum wage is below 
that which the Secretary of Labor as- 
certains to be “prevailing”’ will be forced 
to raise all wages, even those above the 
minimum, in order to maintain estab- 
lished differentials for various types of 
work. Liquidated damages are set at 
$10 per day for each employee who is 
underpaid. The names of violating 
firms are distributed to all government 
agencies by the Comptroller-General, 
and no contract can be given to such 
firm for three years unless the Secretary 
of Labor recommends otherwise. 

In those instances in which firms with 
government contracts have previously 
paid less than the “prevailing” wage, the 
increase in cost may be substantial. It 
is usually those particular firms whose 
costs are already high that are affected 
by the Walsh-Healey Act. This is be- 
cause the more highly mechanized plants 
are more often than not the low-cost pro- 
ducers, while the less mechanized firms 
frequently pay lower wages to compen- 
sate. Thus, those firms in which wages 
constitute a relatively large part of the 
total costs are also the ones most likely 
to be paying less than the “prevailing” 
minimum wage rate.” The Supreme 


*S Perkins v. Lukens Steel Co., 310 U.S. 113. 


6 E.g., testimony of Mr. A. C. Moore, president 
of the Chicago Railway Equipment Co., speaking on 
behalf of the National Association of Manufacturers, 
in U.S. Congress, Senate, Purchase of Supplies and 
the Making of Contracts by United States, pp. 85-87. 
Also testimony of Mr. G. O. Hodge, president of the 
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Court decision mentioned in the preced- 
ing paragraph concerned a firm whose 
basic wage rates ranged from 53 to 563 
cents per hour, whereas the Secretary of 
Labor found that the “prevailing wage” 
in the region (the New England and 
Middle Atlantic states combined) was 
624 cents. 

During the period between September 
28, 1936, and August 31, 1940, 27,103 
contracts, with a total value of $2,138,- 
170,264, came under the provisions of 
the Act. The most important type of 
commodity included was transportation 
equipment, which accounted for 39 per 
cent of the total; textiles and textile 
products were next, with 11 per cent; 
iron and steel amounted to g per cent; 
and asphalt, coal, and petroleum prod- 
ucts combined were also 9g per cent.*? 

This piece of legislation has been in- 
volved in considerable litigation, both 
because firms have protested its legality 
and administration and because the gov- 
ernment has found numerous violations. 
In regard to the matter of violations, it 
would appear reasonable to presume that 
firms objecting to the higher costs in- 
curred by the Walsh-Healey Act would 
refrain from bidding, so that there would 
be virtually no prosecutions. Neverthe- 
less, by August 31, 1940, the Department 
of Labor had collected, or was in the 
process of collecting, $450,000 in delib- 
erate or accidental underpayments by 
government contractors to their em- 
ployees.** This amount seems rather 
large under the circumstances. 

It seems reasonable to suppose that 
many inefficient (i.e., high-cost) produc- 


Phoenix Iron Co., Phoenixville, Pennsylvania, pp. 
91-92. 

17“Four Years of the Public Contracts Act,” 
Monthly Labor Review, October, 1940, p. 807. 


18 Tbid., p. 820. 
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ers would be eliminated if their wage 
rates were raised to equal those of their 
more mechanized conyetitors and no 
upward adjustments were made in the 
price of the finished product. The 
Walsh-Healey Act tends in this direction 
(as do union wage policies and, to a 
lesser degree, the Fair Labor Standards 
Act, but these latter are not the subject 
of this discussion). This view seems sub- 
stantiated to some extent by the state- 
ment in 1939 of Mr. Charles Edison, 
Acting Secretary of the Navy, that “the 
bidding on steel, since the minimum 
wage determination went into effect, has 
been confined to two bidders agreeing to 
the stipulations, and, as only one of these 
can produce steel within the whole range 
required, the bidding is limited on some 
items to one bid.”*® 

The restrictions upon the materials 
policies of government contractors con- 
sist of the Buy American Act (passed 
March 3, 1933). This statute restricts 
public purchases to American goods ex- 
cept for certain contingencies. Not only 
must the article be manufactured in the 
United States, but the raw materials 
must also have been mined or produced 
within our borders.”° The difficulty fac- 
ing a manufacturer in ascertaining that 
all of his raw materials and semiproc- 
essed goods used in filling government 
contracts are of domestic origin is ob- 
vious. 

The remaining factor inherent in gov- 
ernment procurement procedure which 
tends to limit competition among suppli- 
ers is bound up in the technique by which 


*9 U.S. Congress, House of Representatives, Con- 
ditions of Government Contracts, p. 122. 


2° A preference for products produced or manu- 
factured in the United States when other things, 
including price and quality, are equal is not new; 
e.g., U.S. Statutes, Vol. 515, chap. 80, Act of Sep- 
tember 28, 1850. 
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the government secures bids and awards 
contracts. The best feature of our gov- 
ernment contract system is that adver- 
tisement for proposals is required before 
purchases or contracts can be made. Ad- 
vertisement is compulsory “except when 
public exigencies do not permit a delay” 
or in the case of small purchases. The 
definition of a “small purchase’’ varies 
from $25 to $500, depending upon the 
department or agency doing the buy- 
ing.” In addition, the Attorney-General 
has interpreted this statute as not being 
applicable when there is no competition 
among suppliers.?? An example of a non- 
competitive situation is the purchase of 
a patented article. The Attorney-Gener- 
al considers the submission of identical 
bids to be collusion, which warrants 
the acquiring of the articles in question 
by open purchase or negotiated contracts 
without further advertisements. 
Advertisement by procurement offi- 
cers prior to contracting for supplies has 
long been a characteristic of government 
purchasing. The Act of March 3, 1809, 
required purchases and contracts made 
by the Treasury, War, and Navy de- 
partments to be effected “either by open 
purchase, or by previously advertising 
for proposals.” The present legisiation is 
identical in wording with a statute ap- 
proved June 23, 1860, with the exception 
of an additional sentence appearing in 
the earlier legislation. This sentence 
forbade the purchase of any patented 
firearms unless the War Department ap- 
propriation explicitly stated that funds 
could be spent for the patented article. 
On February 21, 1861, the entire statute 
was repealed except for the prohibition 
upon the purchase of patented firearms 


** U.S. Code, Title 41, sec. 5. 
2 Ibid., sec. 6. 
*3 39 Opinions Attorney General 111. 
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without congressional approval. This 
vestige was eliminated a week and a half 
later by the enactment of a statute 
(March 2, 1861) identical with the one 
approved June 23, 1860, except that this 
time there was no restriction upon the 
purchase of patented firearms. (Fort 
Sumter was fired upon April 12, 1867.) 

The objectives to be accomplished by 
requiring government procurement of- 
ficers to advertise for bids before making 
purchases or entering into contracts for 
supplies are “‘to give all persons equal 
rights to compete for government con- 
tracts, to prevent unjust favoritism, or 
collusion, or fraud in the letting of con- 
tracts for the purchase of supplies, and 
to secure for the government the benefits 
which arise from competition.’** The 
officer who awards the contract after 
comparing the bids is endowed with 
some discretionary authority in making 
his choice, although the award usually 
goes to the lowest bidder. The Attorney- 
General has explained this point to a 
government procurement officer in the 
following words: 


You have, therefore, no arbitrary right of 
selection, like a private person to whom an offer 
is made. The lowest bidder who fills the other 
requirements is entitled to an award of the con- 
tract, although you are the person charged to 
ascertain the facts in this regard, and your de- 
cisions are not reviewable by any court.’ 


Bids received in response to adver- 
tisements are opened in public because 
each bidder or his attorney is entitled to 
attend.” Usually a list giving the names 
of the bidders and the price at which 
they offered to supply the requested 


* U.S. v. Brookridge Farm, Inc., C.C.A. Colo. 
(1940), 111 F. (ad) 461. 


*8 21 Opinions Attorney General 56. 


26 U.S. Code, Title 41, sec. 8 (from 15 U.S. Stat- 
ules 246, No. 8, resolution of January 31, 1868). 
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good or service is posted in some public 
place. The point to be emphasized is 
that all price information is made public, 
so that a bidder’s competitors may know 
the figure he tendered the government. 
The way in which this publicity 
strengthens administered prices has been 
treated adequately elsewhere,’ so that 
the discussion here will be brief. The 
methods by which administered prices are 
maintained through disciplining price- 
cutters is well known. The actual fig- 
ures at which firms in an industry char- 
acterized by administered prices sell is 
often less than the established or quoted 
price. The reason for this is that indus- 
trial purchasing agents merely use it as a 
point from which to begin price negotia- 
tions. The buyer will protect the price- 
cutter from retaliation by the other firms 
in his industry. This is accomplished by 
keeping all bids and purchase prices 
secret—a general practice among good 
industrial purchasing agents.?* The gov- 
ernment, on the other hand, publicizes 
all bids, so that any firm making an offer 
below the established price is exposed to 
the other members of its particular in- 
dustry. The award of a government con- 
tract is often insufficient compensation 
for the ill-will of competitors, because 
most government contracts are for short 
periods, regular supply contracts being 
limited to a year.*® Thus, the publicity 


27 U.S. Congress, Temporary National Economic 
Committee, Government Purchasing—an Economic 
Commentary (Mono. No. 19 [Washington, 1940]), pp. 
79-80. 


*8 National Association of Purchasing Ar . 
Handbook of Purchasing Policies and Procedures 
(New York, 1939), I, 369. Also see U.S. Congress, 
Iron and Steel Industry: Temporary National Eco- 
nomic Committee Hearings, Part 19 (Washington, 
1939), Pp. 10596-6or (testimony of Mr. Eugene G. 
Grace, president of the Bethlehem Steel Co.). 


*9 U.S. Code, Title 41, sec. 13. 
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of bids is a strong force supporting ad- 
ministered prices; and, of course, admin- 
istered prices are incompatible with com- 
petition. 


SUMMARY 


The extensive utilization of federal 
governmextal spending as a means of 
counteracting depression ordinarily in- 
volves laige purchases of supplies and 
materie'= from privately owned firms. 
The procedure by which the government 
procures its supplies and materials tends 
to decre> “number of firms in the 
supplyii. «uuusuies. The importance 
of this t-» *- -- becomes greater as the 
share ‘utput of the industry 
purcha che government increases. 

It is sumed that a dicreasé:in the 
numbéffirms in an iidustry indicates 
a streligthening of monopolistic ele- 
ments. ~~” correct, a soc*"*cost of a 
public works ;~- ‘ram is * decrease in 
competitis’ forces brought about by 
governmeni procurement procedure (this 
applies, a fortiori, to war). The more 
important characteristics of government 
procurement techniques which tend to 
decrease competition in the supplier’s 
industries are: (1) there is marked ad- 
ministrative difficulty in distributing 
contracts among a large number of sup- 
pliers; (2) there is a hesitance on the 
part of many businessmen to accept 
government contracts owing to risks of 
loss because of errors they might make 
in government routine and strict govern- 
ment specifications; (3) some marginal 
£:ms find their costs raised when they 
accept government contracts because of 
material and labor restrictions imposed 
on government contractors; and (4) the 
publicity of all bids for government busi- 
ness stengthens administered prices. 
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CUSHMAN ON INDEPENDENT REGULATORY COMMISSIONS: 


MYRON W. WATKINS 


is volume is an outgrowth, indirectly, 

of the author’s (1936) memorandum on 
the same subject to the Presicent’s Com- 
mittee on Administrative Management 
(Brownlow Committee). The piwsent study 
covers more ground (e.g., a survey of British 
experience in this field) and provides more 
background (e.g., a legislative history of 
each of the ten major regulatory com- 
missions studied) but is focused* identical 
issues. Following distinctions m.ai€ by the 
author (pp. 11-13) and %?4°2+istently 
throughout the study,% /8J0I of! ine suc- 
cinctly summarized as thosé ¥«' h23g to (a) 
administrative , owers (conatitnsin s\Aimita- 
tions?), (6) administrative res, , «bilities 


(to Congress? to President? to the \gpurts?), 
(c) administrative functio. 3; |= 4 ;* 
merger? ot yuasi-judicia',suh- 

quasi-executive duties), cud 


tion? or 
jg sua live, and 

w) adminis- 
trative organization (numbi~ ink, quali- 
fications, and tenure of conimissioners, 
selection and size of staff, intra-agency di- 
vision of labor). 

The book is thus primarily intended for 
students of government ratherthan for econ- 
omists. The authorexplicitly disavows(p.13) 
any intention of dealing with “the basic 
problems of social and economic policy 
which determine the concrete nature of the 
powers assigned to the commissions.” He 
might have added, with equal truth, that no 
attempt is made to determine the measure of 
success achieved, through the actual exercise 
of the powers conferred on the commissions, 
in terms of the effectuation of the policies 
they were severally established to ad- 
minister. As a political scientist, in this 
study Professor Cushman is concerned only 
with the mechanics of a certain part of the 
governmental establishment. Even from 

* Robert E. Cushman, The Independent Regula- 


tory Commissions. New York: Oxford University 
Press, 1941. Pp. xiv-+780. $5.00. 


this standpoint, however, one might under- 
take an appraisal of the efficacy of the in- 
dependent regulatory commission as an in- 
strument of government, without essaying 
an evaluation of (passing judgment on) the 
soundness of the policies such agencies may 
have been set up to implement or enforce. 
This, Professor Cushman has not sought to 
do. 

Within the limitations thus-defined, the 
work represents a signal and significant con- 
tribution to the literature on the subject. 
It is probably the first comprehensive sur- 
vey and comparative analysis of this par- 
ticular type of administrative organ, which, 
although discernible in embryonic form a 
century ago, first reached the public eye 
with the birth of the Interstate Commerce 
Commission in 1887. In the half-century 
which has since elapsed it may be said to 
have reached institutional maturity, in the 
sense that legislatures no longer hesitate to 
call upon it when they have a big regulatory 
job to be done, courts no longer grudge it a 
share in the responsibility for maintaining 
public order and tranquillity, and the public 
views it, like any other policeman, as a neces- 
cary evil or as a sometimes dependable pro- 
tector, as the case may be. 

The study falls into three main divisions. 
The first five chapters review the legislative 
history, enumerate the functions and 
powers, describe the organization, and (in 
some cases) give a cursory conspectus of 
what might be termed the salient “political 
problems” (hitches in the relations with 
Congress, the Executive, or the courts) of 
each, in succession, of the ten independent 
regulatory commissions operating in the 
federal jurisdiction. The seventh chapter, 
reviewing in similar fashion though much 
more summarily the development of similar 
regulatory bodies in the several state juris- 
dictions, belongs also in this first part. The 


547 





548 MYRON W. 
second major division consists of chapters 
viii and ix. It would make a small book in 
itself, the first of these chapters being over 
120 pages in length. This part is devoted to 
a comparable study of “British Experience 
in the Regulation of Business.” The sixth 
chapter and the last four (x-xiii) constitute 
the third main part of the work. To this 
part the first two divisions (as rearranged 
above) are preliminary. 

In this third section Professor Cushman 
comes to grips with the real issues, in the 
carefully delimited field marked out above, 
in which he, patently, is primarily interested. 
They are, in truth, weighty issues, and the 
author illumines them with penetrating 
analysis, incisive discrimination, and bal- 
anced judgment. In the sixth chapter, which 
is a slightly revised version of his notable 
article published five years ago in the 
Cornell Law Quarterly, he examines the in- 
stitution of “commission government” from 
the constitutional standpoint. He finds in 
it no menace to civil rights or traditional 
liberties but rather a demonstration of 
political ingenuity in devising more efficient 
processes of government within the demo- 
cratic pattern. This conclusion rests very 
largely on the author’s acceptance of (trust 
in) the efficacy of the safeguards provided 
by the doctrine of “due process” as a sub- 
stitute for the limitations once supposed to 
have been supplied by the now defunct 
doctrine of separation of powers. 

With this conclusion the reviewer agrees, 
but he is not disposed to exalt the in- 
stitution of judicial review, to award the 
courts a mantle of infallibility, to the degree 
that is implicit in the author’s argument.’ 

? It is significant in this connection that in chapter 
x, where this issue is discussed (pp. 691-94) from 
another angle, Professor Cushman emphasizes the 
imperfections of the fact-finding procedures followed 
by some of the regulatory commissions but nowhere 
mentions or suggests the fallibility of the courts in 
performing the same function. To the author’s 
credit it must be said, however, that he supports the 
stand (of the majority) of the Attorney-General’s 
Committee on Administrative Procedure, opposing 
an enlargement of the scope of judicial review and 
favoring, rather, an improvement in the standards 
and procedures of administrative bodies. 
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Like Professor Cushman, the reviewer is 
willing to rely upon the shield of “due 
process,” under a democratic form of govern- 
ment. Unlike him, and a large part of the 
legal fraternity, this reviewer is unwilling to 
make “due process” synonymous, in this 
field, with judicial review—leaving the scope 
and nature of judicial review to be defined 
exclusively by the courts themselves.’ In 
the reviewer’s judgment the value of the 
study, the “weight” of the (in his view, 
sound) conclusions reached, would have 
been greatly enhanced had the author been 
less disposed to take “at face value” the 
judicially intrenched conception of what 
due process of law requires. 

In part, this apparent attitude may stem 
from what the reviewer regards as a certain 
imbalance in the composition of the back- 
ground material in the section described 
above as Part I of the book. There seems to 
him to be relatively too much space de- 
voted to “legislative history” of the com- 
missions (what legislators intended to do, 
and why they did it) and too little to subse- 
quent concrete developments indicating 
their actual modus operandi and the pattern 
of ~elationships established with other organs 
of government and with the business ele- 
ments regulated. It is true that there is 
considerable material coming under this 


3 Curiously, for a scholar of Professor Cushman’s 
eminence, the (first) Minnesota rate cases, 134 U.S. 
418 (1890), are referred to (p. 469) in a context and 
in a manner to suggest that the Supreme Court was 
simply confirming, in respect of limitations on the 
exercise of the rate-making power by commissions, 
not only a well-established doctrine governing the 
legislative rate-making power but also the centuries- 
old “rule of law” that every man is entitled to “his 
day in court.” Actually, of course, so far as the rate- 
making power was concerned, these decisions re- 
versed an established doctrine. Yet Professor Cush- 
man neglects even to mention the Granger cases, 
94 U.S. 77, 94, 97 (1877), which held that due process 
of law did not r= quire an opportunity for a court re- 
view of public utility rates fixed by legislative 
authority. And, so far as the “day in court” princi- 
ple is concerned, he neglects to call attention to the 
fact that its historical development was associated 
with the struggle to preserve individual rights 
against executive encroachments (in England, ex- 
tension and abuses of Crown prerogatives). 
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latter heading (pattern of relationships) in 
so far as the relationships of the commissions 
to the President and to Congress are con- 
cerned, though even here there is room for 
amplification at the expense of “legislative 
history.”” But there is a big gap in the treat- 
ment of their relationships to the courts,‘ 
and practically a void in respect of their 
“public” relationships. Leaving aside the 
question of whether in a treatise of this 
character an author is justified in ignoring 
the “responsibility” of administrative com- 
missions to the public, Professor Cushman 
himself acknowledges in the third part of his 
work (in particular, chaps. vi and x) the very 
real and binding responsibility of the com- 
missions to the courts. But not having in 
the first five chapters combed the court re- 
ports in the same painstaking way in which 
he has combed the Congressional Record and 
the hearings and reports of congressional 
committees, he slides easily into question- 
able generalizations® which lead, as I sur- 


4In the sketch provided of the development of 
the commission movement, there are only scattered 
and perfunctory references to the limitations im- 
posed by the courts upon the powers delegated to 
them and upon their exercise. Thus, in the long 
chapter (over one hundred pages) on the I.C.C., 
barely two pages (65-66) are given to the record of 
the Commission in the courts. Though fifty pages in 
chapter iv are devoted to tracing the evolution of the 
Federal Trade Commission, not a single one of the 
numerous cases in which the courts have “defined” 
its powers is cited. 

Nevertheless, the author in these chapters occa- 
sionally recognizes the significance of the part 
played by the courts in molding the character and 
giving direction to the development of regulatory 
commissions. Thus, in discussing the Federal Radio 
Commission, he finds room (pp. 313-14) for a brief 
reference to the important General Electric case of 
1930 (281 U.S. 464). In a certain sense, this case 
bore a similar relationship to the development of the 
Federal Radio (Communications) Commission (di- 
rectly, through the Act of July 1, 1930; indirectly 
through the Act of June 19, 1934) that the Raladam 
case of 1931 (283 U.S. 643) bore to the development 
of the Federal Trade Commission’s powers (through 
the Act of March 31, 1938). Yet the Raladam case 
is not mentioned anywhere in the book. 


5 For instance, in describing the Act of July 1, 
1930, referred to in the preceding footnote, it is 
stated (p. 314): “Findings of fact made by the com- 
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mise, to the uncritical attitude toward due 
process noted above. 

Thus, when Professor Cushman comes, 
in the third part of his work, to analyze the 
relationships of the commissions to the 
courts, the subject is dealt with so broadly 
that the real significance of the random 
cases there cited is largely lost. There is no 
opportunity afforded for drawing nice dis- 
tinctions, for seeing each case in proper per- 
spective, realistically oriented. For example, 
of the Jones and Gratz case of 1920 (253 
U.S. 421), a crucial decision for the Federal 
Trade Commission, the author states 
merely: “Thus a question of policy was 
converted into a question of law’’—and lets 
it go at that! The observation is true 
enough. But, if the case had been carefully 
analyzed and treated as one item in a series 
of cases presenting similar issues, Professor 
Cushman might not have been led into such 
rash statements as those which follow. On 
page 474 he declares that “at present there 
is no regulatory commission whose findings 
of fact are not treated as conclusive if sup- 
ported by substantial evidence, and the 
courts will not themselves hear new evi- 
dence upon review.” On page 694 he ex- 


mission, if supported by evidence, were made final, 
and there was to be no review by the court of the 
exercise of purely administrative discretion. In 
short, the Radio Commission was given the same 
status with respect to the review of its decisions by 
the courts as the other regulatory commissions.” 
This is correct, of course, so far as it goes. But it 
stops short at the crucial point, viz., how have the 
courts actually treated the findings and orders of the 
Commission?~In practice, have the findings and 
orders of the Radio (Communications) Commission 
“the same status” as those of the Interstate Com- 
merce Commission? And have those of both, or of 
either, “the same status” as those of the Federal 
Trade Commission? No one familiar with the record 
would, I gather, answer these questions in the 
affirmative (see, e.g., Carl McFarland, Judicial 
Control of the Federal Trade Commission and the 
Interstate Commerce Commission |Cambridge, 1933)). 
Yet, from the statement quoted above, the general 
reader might well infer that the findings and orders of 
the several different commissions do have “the same 
legal status,” in fact. To this extent, the statement 
seems to us to be. misleading, i.e., “a questionable 
generalization.” 
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presses the view that “under favorable con- 
ditions judicial review or control of com- 
mission activity will not go beyond an out- 
side check upon questions of law, ulira vires 
activities, and commission procedure.” We 
do not choose to speculate upon when, if 
ever, conditions will be “favorable.” But, 
if this latter statement be taken as a sum- 
mary of experience in the recent past, “con- 
ditions” must have been as variable as the 
weather. 

Upon the basis of the views implicit and 
explicit in the statements quoted, it is 
readily understandable how Professor Cush- 
man comes to have such an abiding faith in 
the efficacy of “due process” as defined in 
abstract obiter dicta by the courts. 

Notwithstanding the foregoing criticisms, 
and despite the limitations previously men- 
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tioned, the reviewer would not leave the im- 
pression that this is not a thoughtful study 
and a good book. It is. Professor Cushman 
is a hardy explorer, and he covers a lot of 
ground. By keeping his own eyes open, he 
helps to open the eyes of his readers. As a 
rule, he provides clear, concise definitions 
(see, e.g., the Introduction) and adheres to 
them (cf., however, pp. 410 and 500 in re- 
spect of the concept of “regulation”). He 
writes lucidly and assists the reader greatly 
by systematic organization of the material. 
Not the least valuable portion of the work, 
from the reviewer’s standpoint, is the section 
dealing with British experience in this 
sphere. It provides many instructive lessons 
from which we might well profit. 


New York UNIVERSITY 
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On pages 207 and 208 of my article, “Organ- 
ized Labor and Negro Workers ” (this Journal, 
Vol. LI, No. 3 [June, 1943]), I included the 
Commercial Telegraphers’ Union among the 
affiliates of the American Federation of Labor 
that exclude Negroes by a provision in their 
constitution. I have since learned that the bar 
to Negro membership was deleted from the 
constitution of the Commercial Telegraphers’ 


Union in 1935 and that this union now has 
Negroes in its organization. On the other hand, 
the Seafarers’ International Union of North 
America, A.F. of L., and the Pacific Coast 
Marine Firemen, Oilers, Watertenders and 
Wipers’ Association and the Brotherhood of 
Railroad Shop Crafts, both independent, should 
have been included among the unions which ex- 
clude Negroes by tacit consent. 
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The Nazi State. By Wrtttam EBENSTEIN. 
New York: Farrar & Rinehart, Inc., 1943. 
Pp. xi+355- $2.75. 

A double burden is laid upon any author who 
sets out to give a reader a satisfactory and rigor- 
ous grasp of the essentials of any more or less 
unique social “system.” In the first place, he 
must make clear just what the “uniqueness” 
consists of, and the essentially new features 
must be linked together with the old in an 
understandable pattern. And, in the second 
place, he must make its existence in the stream 
of history intelligible. The second is as impor- 
tant as the first, for in human history there is 
no such thing as “‘mere description.” Criteria 
of relevance and importance there must be, and 
these apply to processes of genesis, unfolding, 
conflict, and change. Who attempts to take a 
photographic cross-section of the life and times 
of Tiberius without regard to the background 
of the Social Wars, or of Napoleon’s meteoric 
career without at least a backward glance at 
the French Revolution, will not only not suc- 
ceed in arrest of “the moment fleeting”—he 
will also fail to understand the facts he has set 
out to describe. 

So also for any description of “the Nazi 
state’—and because Ebenstein neglects the= 
background almost entirely, his description 
(excellent, comprehensive and clear cut as it 
appears at first) leaves the “New Order” a 
well-nigh unintelligible phenomenon. It ap- 
pears from off stage as a sudden eruption of 
something or other which is evil and wholly sin- 
ister, but which was also almost wholly unex- 
pected. The occasional references to Bismarck, 
Nietzsche, and their contemporaries show only 
a few blood-stained steps from the past before 
this Frankenstein monster, appearing from no- 
where, leaps with headless and pointless ferocity 
upon the good, the beautiful, and the true. 
Once again we are faced with something akin 
to the myth of the Doppelgdnger, the devilish 
Mr. Hyde, the mysteriously appearing and 
wholly demoniacal evil. If it conquers us, some- 
thing like an “Anti-Christ of the Enlightenment” 
will dominate the earth; if we win the des- 
perate struggle, we shall once again move 
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doggedly forward on the democratic path we 
have so steadfastly been treading, upward to- 
ward the light, for so many generations past. 

This is not to belittle what is in many re- 
spects an admirable summary of the Nazi sys- 
tem or to take issue with the adiectives the 
author employs. Ebenstein moves surely and 
carefully through a vast mass of literature to 
give us a tolerably apt and up-to-date picture of 
what the Nazis believe and of how they have 
molded the apparatus of state and society to fit 
in with their general objectives. The adjectives, 
furthermore, are as surely deserved as it is 
patriotic and timely to utter them. But we are 
still left with a mass of facts which lacks a co- 
herent interpretation. Since there is no ac- 
counting for naziism’s beginning and its tre- 
mendous initial successes, there is also no 
accounting for its end. Yet it is possible 
that there may be other wolves in the forest 
after Little Red Riding Hood has been saved, 
other Cerberean monsters to battle on our jour- 
ney through the perilous shades. There may be, 
but who knows? Who knows, for the Nazi 
system is unrelated to economic cleavages, 
social antagonisms, international imperialisms, 
the Treaty of Versailles, or to any other aspect 
of the changing face of Machipolitik throughout 
the nineteenth and twentieth centuries. 

Thus we are left on every page without any~ 
way of judging the strength or weakness of the 
detailed Nazi programs—a lack which surely 
is not made up for by the constant employment 
of comparisons that make ourselves appear as 
enlightened and humane as our enemies are 
devilish and bestial—or of knowing how they 
happen to have been put together in the mosaic 
which the Nazis have evolved. There appears 
to be no rhyme or reason, historical or logical, 
to it all. Nothing but shameless unreason 
and unabashed brutality appear on any side. 
Only the unprincipled opportunism of brigands 
holds the Nazi system together. On all sides 
one finds only the spreading chaos of “The 
Nothing that swells and desires, the void that 
devours and dismembers” (G. K. Chesterton). 
Thus, for example, we find that the Nazi system 
has a “class character” (p. 67), that it was 
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backed and financed by the Junkers and the 
big businessmen (chap. xi), but that the “em- 
ployer is now individually in the same position 
of helplessness .. . . as any other citizen” (p. 
276). This is true, even though he is organized 
so that “he still has powerful instruments of in- 
fluencing party and governmental officials” 
(p. 276), while labor, farmers, and middle 
classes have no such means at their disposal 
at all. This is held to be true, even though 
the Nazis have muscled into big business and 
the social register, and though the latter occupy 
important positions of power in the Nazi 
party. So we come out to what? We do not 
know who the Nazis are; where they came 
from; how they acquired strength and power; 
why they have hated all vestiges of democracy 
within and freedom without. At one moment it 
appears as the unreasoning idée fixe of Prussian 
militarism (p. 298), which dates back to 1870, 
to conquer the world. The righteous nations 
put a stop to the first effort in 1918. Now we 
must do it again, and in the same way,and for no 
other good reasons. At other moments Naziism 
appears as the handiwork of the evil genius, 
Hitler, who hates everything which in his ig- 
norance he does not understand, and everybody 
but himself. 

This criticism need not be carried further. 
Nor would I so heavily underscore such weak- 
nesses were it not for the fact that the book is 
otherwise so good. By virtue of such a lack, 
what was begun as a scholarly and compre- 
hensive work appears not to be cool and un- 
biased but to offer little more than a mere 
propaganda tract to encourage patriotic Amer- 
icans to fight with unrelenting vigor against the 
enemy depicted. Actually, the book is better 
than that—much better. After reading it we 
know what the enemy looks like and how he 
behaves. But we do not know how this thing 
came about, whom it serves or to what ends, 
what logic connects theory and practice togeth- 
er, how to recognize outcroppings of Nazi doc- 
trines elsewhere (except in so far as demagogues 
may use its badly hackneyed phrases), or what 
to do to see that when we win the war the war 
stays won for good and all—at least so far as 
naziism is concerned. And these are the things 
we want to know, whether we view the con- 
temporary scene as scientists or as practical 
men of affairs. 


RosBert A. BRADY 
University of California 


Democratic Ideals and Reality: A Study in the 
Politics of Reconstruction. By Str Hatrorp 
J. MackInDER. New York: Henry Holt & 
Co., 1942. Pp. xxvi+219. $1.90. 


Some “airy cherub,” wrote Mackinder in 
this reprint of a book published originally in 
1919, should have whispered from time to time 
into the ears of the Allied statesmen discussing 
peace terms with the broken Entente in the 
famous Hall of Mirrors: “Who rules East 
Europe commands the Heartland: Who rules 
the Heartland commands the World Island: 
Who rules the World Island commands the 
World.” 

The “World Island” is the Eurasian land 
mass supplemented by Africa, and the ‘‘Heart- 
land” is the great central area ranging from 
the west Mongolian uplands down through 
the steppe and grassland expanse of inner 
Asia, including the black-earth regions of 
the Dnieper, and stretching to the Rhine 
and the westernmost sections of the Danube 
basin. This “great lowland” peters out in 
forest and tundra to the north, in high moun- 
tain ranges circling to the east and south, and 
in minor mountains and the broken sea and 
oceanic lowlands of the west. It is supplemented 
by the “southern heartland” of Africa, an area 
ranging from the southern Sahara to the south- 
ern tip of the continent, and which, though 
spatially removed from the central “heart- 
land,” is secondary to and dependent upon it. 

World history from most ancient times on is 
regarded as a product of the ebb and flow of 
forces within the “heartland” in perpetual con- 
flict with each other over the pivotal area itself, 
and which are continuously erupting to wage 
fluctuating warfare with the forces of the outer 
areas that circle the “heartland” like the en- 
veloping folds of a giant python. Control of the 
“world island” by breaking through the py- 
thon’s grasp represents the “landsman’s” point 
of view in the strategy of world empire. In the 
conflicting “seaman’s” point of view, power 
reaches inward from the huge periphery and 
seeks to divide and dissipate the strategic su- 
periority of the “heartland.” The strategy of 
the “heartland” runs in terms of geographic tini- 
fication and administrative centralization, the 
logical limits of whose elastic and ever widening 
frontiers are those of the “world island”’ itself. 
The strategy of “sea-power”’ is to prevent this 
coalescence by Balkanizing the “heartland” into 
politically independent, culturally differenti- 
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ated, and economically self-sufficient states, 
which may now be balanced and made stable 
by the aid of a “League of Nations” which 
would act as world umpire over the conflicting 
claims of the minuscular national states. 

Mackinder sees the first World War as a dual 
struggle, in which Germany sought to gain con- 
trol over the “heartland” by subduing the Slavs 
and in which the Slavs, in revolt against the en- 
croachments of Berlin, managed to gain the 
support of Western sea powers. Had Germany 
been victorious over the Slavs, she would have 
controlled the “heartland,” and kad she con- 
trolled the “heartland” she would have been 
able to control the “world island,” for, in 
contrast to all earlier times, the “heartland” 
in modern times possesses two major assets, 
the lack of which always spelled defeat for 
land power in the past—namely, (1) an im- 
mense and rapidly increasing reserve of man- 
power and (2) a means, in the railroads, of 
linking together vast spaces which only sea 
power had possessed before. So overwhelming 
is the power of the “‘world island” in every 
resource of empire that, united, it could easily 
dominate the remainder of the world. As a 
world power, even the United States would 
sink into relative insignificance. 

This diagnosis provides, Mackinder felt in 
1919, the solution to the problem of preventing 
a recurrence of the catastrophe of the first 
World War: the “heartland” must be broken 
up. Fortunately for this solution, it is already 
divided into an eastern division and a western 
division. The first is dominated by Slavic 
peoples, and the second by the Germanic. 
Between these two, deep and well-nigh un- 
bridgeable antipathies exist. Each attempts 
to dominate the other. Both, consequently, 
menace the future peace, for, should either 
succeed, the winner of necessity will be in a 
position and will have the means for conquer- 
ing the world. To prevent continuation of the 
struggle between the two, and to forestall world 
conquest by either, Mackinder proposes that 
both Germany and Russia be divided into a num- 
ber of smaller states and that between the two 
the racially mixed peoples of the intermediate 
zones be erected intoa barrier of small but closely 
leagued together buffer states. To make it pos- 
sible for the Allied governments to take such 
political action, it will be necessary for them to 
agree to impose the same regime upon them- 
selves. The British and French empires would 
be divided up according to the same basic 
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formula—the several dominions being gradually 
established as independent states. Peace and or- 
der among all these states would then be main- 
tained by the “League of Nations” referred to 
above. 

But a prime postulate for the successful oper- 
ation of the League would be its recognition of 
the equal right of each of the small states to be 
economically independent of the others. Each 
must have the’basic natural resources or equal 
right of access to the same. Each must have its 
own internally balanced agricultural and manu- 
facturing system. Each must be powerless to 
impose its will by peaceful or warlike means 
upon any other state, either by relying on its 
own resources, or by combining with other 
states in a policy of mutual aggression. And 
each must, finally, be organized along ‘“demo- 
cratic” lines. “Democratic” does not mean 
class government through organization of its 
political life along class interest lines, since 
this means eventual struggle for mastery among 
the classes and the eventual triumph of a single 
class over its domestic opponents. Should the 
latter occur, international class interests would 
predominate over national and political, and 
the differentiation between and among states 
would gradually give way before the coalescing 
forces which would inevitably destroy the pat- 
tern originally designed to maintain peace and 
promote democracy. The “‘democracy”’ capable 
of forestalling future struggles between world 
empires, that is to say, is that based upon col- 
laboration of classes along national interest lines 
operating within the framework of small states. 

Such, in rough outline, is the bizarre argu- 
ment advanced by Mackinder in 1919, and 
reprinted now in the apparent belief—sol- 
emnly copfirmed in a heavy-footed intro- 
duction by Major George Fielding Eliot—that 
its solutions are as valid today in the dilemma of 
the second World War as they were in ror9. 
Edward Mead Earle, in a significant Foreword, 
urges that, “unless we read, study, and digest 
some of the fundamental truths . . . . set forth, 
we shall depart from wisdom and be oblivious 
to experience.” How fundamental and how true 
are these truths? 

Certainly it is true that a new peace settle- 
ment must be “based upon realities—the reali- 
ties of geography and power—as well as upon 
democratic ideals” (p. xxvi), and in so far as 
Mackinder has made us realize this fact he may 
do us as great a service as he has already done 
our “geopolitical” opponents in the Third Reich. 
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It is worth while having an Englishman point 
out, as German and other writers have been 
contending long before the Nazis came into 
power, that Brit'sh laissez faire and free-trade 
policies were less responsible for England’s 
power than the prior existence of her immense 
empire and the tremendous momentum that she 
possessed as a “going concern” before her more 
recent competitors were able to get well into the 
imperial swing of things. Clearly, bitterly 
antagonistic world empires are no longer 
reconcilable with continuation of democ- 
racy and the maintenance of peace, and smaller 
states cannot hope to continue an independent 
existence without right of access to raw mate- 
rials and markets any more than they can hope 
to survive as neighbors of large states seeking 
hegemony over the small countries through re- 
sort to means that point the path toward 
eventual world conquest. 

But what of the central arguments, stated in 
the three propositions for the “airy cherubs” 
and reproduced at the head of this review? To 
bisect a continent south by east and north by 
west, and to find the locus of power in a 
central plains area in the middle, means 
what? Does the progression of power from 
the rulers of the “heartland” to world do- 
minion come out to anything more than 
saying that four is a larger sum than two, and 
that eight exceeds them both? Might one not 
discover an indefinite series of other areas of 
equal strategic value from both a geographic 
and a historical point of view? Why not 
the Mediterranean? India and Iran? China 
and Japan? Europe as a whole? Why not, 
even, America, equidistant from the major 
points of conflict? 

What, also, about the solution of g Balkan- 
ized world—this liberal-tory and little-islander 
pattern for a warless world? Certainly it flies in 
the face of practically every important develop- 
ment in transportation, communication, and 
mass-production industrial technology. The 
economic basis of organization is nowadays con- 
tinental and world-wide, not national and local- 
ized. As well argue that the solution for the con- 
flicts of European states during the eighteenth 
and nineteenth centuries was to go back to de- 
centralized feudalism and competing principali- 
ties of the medieval world. If we have to choose 
between war and Mackinder’s solution, surely, 
on this showing, we will have no choice but war. 

So likewise for his pattern of “democracy.” 
He assumes throughout a peculiar permanence 
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to the structure of class organization in a Brit- 
ish imperial world which is employed to confute 
the implied contention of less “realistic” persons 
that absence of such class differentiation is both 
more democratic and less liable to lead to war. 
Socialism is clearly the enemy here, and “‘bol- 
shevism”’ its residuary legatee—a position which 
may not have seemed so strange at Versailles in 
1919, but which, from this distance, looks pretty 
badly strained. 

The real significance of this book lies not in 
the quality of its diagnoses but in the fact that it 
is a historical tract which supplied many of the 
leading ideas for the Haushofer school for “‘geo- 
politics.” It is one of the ironies of history that 
from the English liberal-conservative Mackin- 
der, and the Swedish geographer K jellen, prin- 
ciples of Machtpolitik were evolved which had 
much to do with the manner in which the Nazis 
have attempted to fight this war. The “heart- 
land” thesis was taken over lock, stock, and 
barrel, and Nazi conquest of Russia was to 
smooth the way for world conquest. Perhaps we 
may now be thankful that the “bolsheviks,” 
whose subversive principles he fears, moved ina 
direction which we have come to term ‘“‘demo- 
cratic” rapidly enough and in time tc forestall 
the fateful mistakes made by the Allied powers, 
whose major weakness was found in the fact 
that they attempted to keep their “democracy” 
functioning along lines closer to those of which 
Mackinder approves. Clearly, on the grounds 
given by Mackinder, the winning of this war is 
almost certain to prove that it is lost, for it now 
appears quite certain that the Russians will 
dominate the “heartland” for a long time to 
come. Maybe, as many dour critics have more 
recently suggested, we are now getting ready 
for the third World War. Nothing, however, 
is so sure to bring it on as the conviction on the 
part of the Western powers that a first step in 
its prevention must be Balkanization of the cen- 
tral Asiatic land mass. Nor will immunization 
from future wars come, as Mackinder argues 
throughout this book, from ranging non-Slavic 
against Slavic peoples, or sea power against 
land power, or from formulating pelicies on the 
notion that human destinies are ordered 
throughout history by a demiurge whose first 
loves are found in the configuration of coast- 
lines and river systems, the lay of the major 
mountain ranges, and the flow of isothermal 
lines. 

Rosert A. BRapy 
University of California 












Business as a System of Power. By RoBErtT A. 
Brapy. New York: Columbia University 
Press, 1943. Pp. xx+340. $3.00. 


This book is well worth reading, even though 
its conclusions may be questioned. The pub- 
lishers are truthful when they tell us on the 
jacket that it is controversial. That the author 
has read and traveled widely and done con- 
siderable research (under a grant from the 
Carnegie Corporation) is evident. If what he 
predicts as a possibility really comes to pass, 
he will have established his reputation as a re- 
markable prophet. 

Brady’s thesis is as follows. Businessmen 
have organized themselves into such powerful 
groups that, unless curbed and controlled, they 
may ultimately seize political power and es- 
tablish totalitarian governments in the United 
States and Britain, as they have done in other 
countries. He traces the rise of totalitarian 
governments in Japan, Italy, Germany, and 
France and the part played by organized 
business groups, particularly strong trade 
associations. He admits, however, that in none 
of the first three countries had freedom of 
enterprise and the competitive system de- 
veloped as far as in Great Britain and the 
United States. 

“This means a great deal more,’’ he writes, 
“than that the business life of the major 
capitalistic countries is being organized in ever 
more closely cooperating, bureaucratically di- 
rected, and monopolistic federations of business 
interests. It means that direction throughout 
all this vast proliferating machinery is ever 
more clearly and insistently being centered in 
the hands of the corporate giants” (p. 247). 
These giants organize and dominate trade as- 
sociations which, under the guise of establishing 
“self government in business,” throttle com- 
petition, attempt to abolish trade-unions, and 
seize political power in order to set up a totali- 
tarian government run for their own interests. 
They pick a Hitler or his counterpart to spear- 
head the campaign for power. Britain is on the 
verge of succumbing to its powerful business 
groups, says Dr. Brady, and even in the United 
States the process is clearly under way. The 
chief danger here, he believes, comes from the 
National Association of Manufacturers, the 
chambers of commerce, and the strong trade 
associations. 

This short outline of the author’s argument 
may not do him justice, but I believe it sum- 


BOOK REVIEWS 





555 


marizes what he is trying to say. In a Fore- 
word Professor Robert S. Lynd says the prob- 
lem raised by Dr. Brady presents “‘the most 
dangerous issue democracy faces.” Organized 
economic power throughout the world is back- 
ing the Hitlers ‘‘as a device for shoring up for 
yet a while longer a disintegrating economic 
system.” 

Dr. Lynd further states that “capitalist 
economic power constitutes a direct, continu- 
ous, and fundamental threat to the whole 
structure of democratic authority everywhere 
and always” (p. ix). On the previous page he 
wrote “the attempted harmonious marriage of 
democracy to capitalism doomed genuinely 
popular control from the start” (p. viii). Does 
this mean that Dr. Lynd favors the abolition of 
the capitalist system? If so, what does he pro- 
pose as an alternative? What is the meaning 
of “democratic authority,” “‘genuinely popular 
control,” and similar terms? Such expressions 
need careful definition. 

I would like to quote further from Dr. 
Lynd’s remarkable Foreword, but I shall refer 
to only one more statement: “The management 
of the present war has been taken over by repre- 
sentatives of big business. And this time they 
may be in Washington for keeps” (p. xvi). I 
believe this to be an exaggeration. I have not 
yet found a businessman who would agree with 
it. I wonder if Dr. Lynd would make that 
statement if he had had the responsibility for 
running a business or an educational institution 
during the past two or three years. I have been 
on the receiving end of government orders and 
regulations for well over two years, and, if this 
war is being managed in accordance with the 
principles of big business, my knowledge of big 
business must be sadly deficient. Dr. Lynd has 
done much splendid work, and there is always 
the possibility that he may be right, but I sus- 
pect that he starts with the premise that most 
businessmen are to be regarded with deep 
suspicion. 

I suspect that Dr. Brady also has the same 
attitude toward businessmen. Possibly I am 
now biased in the other direction. During the 
past eight years I have had many opportunities 
to observe businessmen in action. For five 
years I was a member of the board of directors 
of one of the largest chambers of commerce in 
the country. I have served on other boards, and 
on committees for the National Association of 
Manufacturers and the United States Chamber 
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of Commerce, and have attended many meet- 
ings of trade associations, the three hobgoblins 
of Dr. Brady’s book. There is no doubt that 
what he says is true of a small fraction of the 
members of these organizations. But that it 
applies to the majority I cannot agree. I have 
seldom found them to be in agreement on any 
major issue, not even on Franklin D. Roosevelt, 
although on that point there is less difference of 
opinion than on most others. Most businessmen 
would be amazed to learn that they had any 
hope of developing such power as Dr. Brady 
ascribes to them. They feel that, politically, 
they are still far back in the doghouse. With 
regard to monopoly, I believe there is less to 
fear in the future than in the past. It would 
seem to me that organized business has far less 
power in the United States today than in 
the days of Mark Hanna, or even of Calvin 
Coolidge. 

There has been much, of course, about big 
business in the past to criticize, but not enough 
to frighten me into agreeing with Dr. Brady. I 
admit that there was a time when I was sus- 
picious of big business as a group, too, and I 
expressed this fear in some of my writings, but 
the better acquainted I have become with 
business executives, the less I fear them. Most 
of them pay a terrific price for the positions they 
occupy. I know that on social and economic 
questions some of them are blind. When they 
go into politics they do some unbelievably 
stupid things. But in view of the treatment of 
the businessman by the government during the 
past ten years, and also because of my own ex- 
perience, I find myself much more sympathetic 
with him and his troubles than critical of him. 
As a matter of fact, he should have our eternal 
gratitude for the magnificent job he has done 
in producing munitions and materials for the 
war. 
Finally, let me repeat, this book was worth 
reading. I think Dr. Brady is unduly alarmed, 
but he may be the prophet and I may be asleep. 
If what he prophesies really comes to pass, and 
we are both alive, I shall write to him and 
apologize. I cannot now believe I shall have to 
do so. By the way, the volume is dedicated to 
Wesley C. Mitchell, “who, without knowing it, 
has had much to do with the writing of this 
book.” I cannot help but wonder what Pro- 
fessor Mitchell thinks of all this. 


CHARLES S. TIPPETTS 
Mercersburg Academy 
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Anglo-Dutch Commerce and Finance in the 
Eighteenth Century. By CHARLES WILSon. 
(“Cambridge Studies in Economic History,” 
published with the aid of the Ellen McArthur 
Fund.) Cambridge: At the University 
Press; New York: Macmillan Co., 1941. 
Pp. xviii+235. $3.50. 


Mr. Wilson gave us a preview of this book in 
his article on “The Economic Decline of the 
Netherlands” in the Economic History Review 
for May, 1939. That articleimmediately became 
standard required reading for any course in 
European economic history, and we can be 
thankful that the publication of the more de- 
tailed study was not held up by the blitz. 

These younger Cambridge economic his- 
torians seem to be blessed with a capacity for 
unearthing buried accumulations of documents. 
Four years ago Mr. Hope Jones told us how he 
had discovered the duplicate returns for the 
British income tax collected during the Napole- 
onic wars, duplicates which had survived be- 
cause their existence was forgotten when 
parliament gleefully ordered the originals to 
be destroyed after the tax was abolished. Mr. 
Wilson’s discoveries were in the Amsterdam 
archives. There he found the day-to-day 
notarial records of commercial or financial 
transactions and collections of business let- 
ters which passed between the Dutch mer- 
chants and their correspondents or customers 
in England, Germany, Italy, Spain, and 
elsewhere. The hunt for business records 
in England has not been very successful so 
far, and it may be that a country which pre- 
served the richest collection of medieval rural 
documents in existence is poor in modern com- 
mercial source materials. If few letter or invoice 
books have survived in London, Glasgow, Liver- 
pool, or Bristol, we have to try to track down 
the original documents in the places to which 
they were sent. I have found far more such 
papers in New York than have come to light in 
Yorkshire and Lancashire, while in Amsterdam 
Mr. Wilson found “a mass of material large 
enough to occupy a whole team of investiga- 
tors.” American scholars might well keep his 
discovery in mind, since evidently there is 
much that bears on Dutch-American relations 
after 1776. 

The steps in Mr. Wilson’s story are clear and 
straight. By 1730 the Dutch were beginning to 
lose their “monopoly” as Europe’s middleman. 
The entrepét trade, which brought goods from 
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all parts of Europe and from the commercially 
accessible parts of the outer world to Amsterdam 
and then passed them on to some other point 
in the vast web of European or world trade, was 
being injured by the development of direct trad- 
ing relations, the improvement in the shipping 
and port facilities of other countries, and the 
protected or subsidized development of such new 
industries as the British linen manufacture. As 
the new trade routes, such as that from England 
to Hamburg, by-passed Holland, Dutch mer- 
chants saw their commercial work and profits 
decline, and turned increasingly to financial 
enterprise. They financed much of the direct 
trade, by bill acceptances, bill broking, and ex- 
change business. They went increasingly into 
investment in government loans or corporate 
securities, and, since Britain’s credit rating was 
higher than that of any other country, their 
money flowed chiefly to London, there to serve 
the commercial needs of individuals and, still 
more, the wartime requirements of the govern- 
ment. The uncertainties of diplomacy and war 
made speculation as attractive as investment, 
and the financial gamblers burned their fingers 
in a succession of economic crises which “helped 
subtly to undermine the position of Amster- 
dam,” while proving the growing strength of 
London. Yet even these losses might have been 
partly surmounted if Holland had been able to 
maintain that profitable policy of neutrality she 
had pursued since 17123, or if she had not got 
down on the wrong side of the fence when she 
joined the anti-British camp in 1780. Of her new 
friends—the United States and France—the 
latter became a major menace, and the former 
was only a minor substitute for the abandoned 
British commodity and capital market. After 
1780 the glory departs rapidly, and after 1815 
Holland has to piece together the fragments of 
her resources. 

This general story and its many ramifications 
is well told. But the greatest merit of the book 
is not so much in its broad interpretation as in 
its detailed account of how the wheels went 
round. The business letters make it possible to 
tell the tale of commercial and financial trans- 
actions and to give business biographies of 
Dutchmen in Amsterdam or in London. Some 
of these men are as lifelike as if they had been 
painted by a Vermeer or a De Hooch. But the 
picture is not a “still”; it is a first-rate docu- 
mentary film. What Professor Namier did to 
breathe life into the politics of the eighteenth 
century, Mr. Wilson has done for part of its 
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economy. There is still a lot of juice to be 
squeezed out of that century before the pips 
squeak. 

HERBERT HEATON 
University of Minnesota 


Western Prices before 1861: A Study of the Cin- 
cinnati Market. By Tuomas SENIOR BERRY. 
(“Harvard Economic Studies,” Vol. 
LXXIV.) Cambridge: Harvard University 
Press, 1943. Pp. xxi+645. $5.00. 

Of the six histories of prices down to 1861 
in as many different American cities which were 
sponsored by the International Scientific Com- 
mittee on Price History, four were practically 
confined to the gathering of the available price 
data and the construction of one or more series 
of index numbers with some analysis of the re- 
sults. The two-volume history of prices in Phila- 
delphia by Bezanson, Gray, and Hussey was 
carried out on a far more ambitious scale and in- 
cluded a much broader range of material, throw- 
ing light not only on price movements but also 
on many other contemporary developments and 
changes in the economic order. The present 
volume, which has the subtitle ‘A Study of the 
Cincinnati Market,” since it centers about that 
city, is even more comprehensive in the range 
of the material presented; in fact, it will prove 
invaluable for students interested in many 
phases of the economic history of the Ohio 
Valley other than price movements. After 
reading this work one can only regret that re- 
sources were not available for carrying out the 
studies of prices in Boston, New York, Charles- 
ton, and New Orleans on a similar scale. 

The Cincinnati price data used in this volume 
for the period 1816-61 were originally published 
in part in an article in the Review of Economic 
Statistics in 1935 and, with some amendment, 
were subsequently employed, with further anal- 
ysis, in Cole’s Wholesale Commodity Prices in the 
United States, 1700-1861 (1938). Most for- 
tunately, the author has since been able to 
gather material to carry his price index back 
to 1788, thus covering what is not only a very 
complex but also a particularly intriguing 
period in our history. In addition, this en- 
hances the unique value of the study of prices 
in Cincinnati as contrasted with those in the 
other five cities, for those places were all large 
seaports enjoying relatively easy contact with 
the world’s markets while Cincinnati at the 
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beginning was comparatively inaccessible and 
isolated. Thus the history of prices and the 
marketing organization in Cincinnati portrays 
far more vividly than that of the seaports the 
revolutionary effects of the improved means of 
transportation made available during this period 
and what all this meant for an undeveloped in- 
land region. 

Part I, entitled “The Cincinnati Market and 
Its Setting,” is chiefly concerned with the in- 
troduction of better means of water and over- 
land transportation, the resulting changes in 
freight rates, and the reactions on prices. The 
outstanding finding of this section (depicted in 
the chart on p. 125) is the enormous gain in the 
purchasing power of Ohio Valley farm products 
relative to the products the farmers were buy- 
ing—mostly imported into the Valley—in the 
period between 1816 and 1861. This shift in 
relative values the author is doubtless correct 
in calling *‘a primary development in western 
economic life before the Civil War” (p. 125). 

In Part II, after a very useful account of the 
various weights and measures in vogue, the 
author traces in detail the changes in the pro- 
duction, volume of trade, and prices of all the 
important products entering into the commerce 
of the region for which adequate data could be 
obtained. Among these the chapter dealing 
with the salt trade and the constant efforts to 
control the market is particulariy interesting, 
as are also the comparisons between the be- 
havior of different individual price series. 

Cyclical disturbances and the behavior of 
prices in four separate periods ending in 1823, 
1835, 1843, and 1861 constitute the topic of Part 
III, and in connection with this considerable at- 
tention is given to currency, banking, specula- 
tion, and investment. This analysis leads to the 
conclusion that the settlement of the West was 
marked by surging and receding tides of activity 
of fairly equal length, ranging from eighteen to 
twenty-two years (p. 530), a period which bears 
no close resemblance to Moore’s cycles for this 
era or to Kondratieff’s secular swings (p. 176). 
Moreover, in the author’s opinion, the study 
does not “entitle one to adopt any single theory 
to explain the regularity and the recurrence of 
the tides” (p. 535). It is refreshing to find a 
writer who does not try to select or twist his 
facts to make them support some preconceived 
cycle theory. 

Appendixes include a detailed account of 
statistical sources and the methods employed 
along with fifty-six tables of data. A compre- 


hensive bibliography and a good index com- 
plete a work which is a substantial, valuable, 
and eminently scholarly contribution to the 
country’s economic history. 


CHESTER W. Wricut 
University of Chicago 


Studies in the National Income, 1924-1938. 
Edited by A. L. Bowtey. (“Economic and 
Social Studies,” Vol. I; National Institute 
of Economic and Social Research.) Cam- 
bridge: At the University Press; New York: 
Macmillan Co., 1942. Pp. ix+255. $3.50. 


First of the publications announced by the 
National Institute of Economic and Social Re- 
search, this book reports on what was planned 
in 1938 as a comprehensive siudy of national 
income in the United Kingdom, 192/-28, to be 
carried on by a committee of the London School 
of Economics, with Dr. Bowley as director. 
Wartime circumstances restricted the under- 
taking, however, and the resulting report shows 
that limited work was done on only a portion 
of the subject matter originally contemplated. 
Dr. Bowley assumes responsibility for opin- 
ions expressed and methods followed, believing 
that the book in its incomplete form may serve 
a useful purpose. 

Definitions of national income are reviewed 
in the first chapter, which is supplemented by 
a cosmopolitan fifty-page bibliography of na- 
tional-income literature. The discussion centers 
about answers to some sixty questions of defi- 
nition which are implied in selected national- 
income publications. Concepts used by “prin- 
cipal authors” (U.K., 11; U.S.A., 6; Contl. 
Europe, 6; Japan,1) are given detailed consider- 
ation, and some attention is devoted to con- 
cepts appearing in various official and semioffi- 
cial publications and in writings of selected 
private statisticians. Most sources provide an- 
swers for a considerable number of the ques- 
tions, but disagreement among authors is com- 
mon. 

Several studies of constituents of national in- 
come are presented in chapter ii which also in- 
cludes estimates of national income in the 
United Kingdom, 1924-38. Particular atten- 
tion is devoted to wages and earnings of persons 
under the income-tax limit, salaries during the 
period, income from agriculture, and the gain- 
fully occupied population. Notes on distribu- 
tion of income among persons and valuation of 
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stocks and partially finished goods are ap- 
pended. The following chapter briefly surveys 
the census reports of 1924, 1930, and 1935 on 
output and employment and then considers the 
relation of production census totals to national- 
income aggregates. This is essentially a review 
of the earlier work of Flux, Stamp, and Feavear- 
year that dealt with expenditures on products 
and services. From it the authors find general 
confirmation for the magnitude of their income 
estimates despite reservations regarding several 
theoretical points. Subsequent sections develop 
and analyze indexes of quantity, price, and effi- 
ciency (per operative) as between the census 
years. 

In the final chapter Dr. Bowley turns to the 
derivation of measures of changes in real in- 
come, noting that the usual practice of adjusting 
money-income totals by use of price indexes is 
but an indirect way of computing quantity in- 
dexes. For direct computation, expenditure data 
in base periods only are needed in addition to 
quantity relatives. Computation of such au in- 
dex is carried out by use of expenditure weights, 
first 1924 and then 1935, and quantity relatives 
for six groups—in-justry, agriculture, govern- 
ment products, government services, houses, 
and services. Various difficulties are noted: 
the measure has only a formal meaning, changes 
in quantities of services are particularly diffi- 
cult to assess, and special attention must be 
given to effects of taxes and transfers generally. 

Most readers in the United States will be in- 
terested primarily in the first chapter of Studies 
in National Income. Subsequent chapters deal 
with specific topics in traditional British style, 
often presupposing considerable knowledge of 
British source materials. The last chapter 
merits special attention as an endeavor in alter- 
native methodology, although it is very likely 
that usual deflation procedures are more suit- 
able in most applications. Chapter i should 
prove stimulating as well as provocative. Its 
bibliography is definitely a constructive feature, 
though admittedly incomplete, curiously ar- 
ranged, and outdated by as much as five years. 
The limitation in the last respect is particularly 
unfortunate in the case of American literature 
because of this country’s impressive array of 
recent income publications. Questions pertain- 
ing to definition of national income need or- 
ganization and due recognition of the difference 
between measuring income as factor earnings 
and income as seen in a product aggregate of 
commodities and services. Regrettably, the 
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analysis of confusion concerning definition that 
centers about these questions comes to few con- 
clusions. The major problem, that of formulat- 
ing theoretically acceptable answers, is not faced. 
It is only fair to add that the selection of “prin- 
cipal authors” for the United States, now out- 
dated, is wanting in discrimination (e.g., the 
W. C. Mitchell-S. Kuznets choice based on a 
1935 article). In spite of criticisms, however, 
this book stands as a constructive endeavor in 
the field. 

Dwicut B. YNTEMA 


U.S. Department of Commerce 


The Impact of Federal Taxes. By ROSWELL 
Macitt. New York: Columbia University 
Press, 1943. Pp. ix+218. $3.00. 


This condensed volume is concerned with 
both the legal and the economic effects, but not 
the incidence, of the existing high-rate federal 
income, estate, and gift taxes. Designed pri- 
marily for the businessman and his lawyer, it 
constitutes a substantial contribution for econo- 
mists especially interested in public finance. 
The final chapter on tax administration, based 
upon the author’s experience while Under- 
secretary of the Treasury in 1937-38, is a god- 
send to teachers of public finance who have long 
sought 2 brief assignment in this sector for their 
beginning students. 

Boldly the author confronts the shortcomings 
of the federal tax system: the measures are in- 
adequate because they provide less than one- 
third of the annual wartime expenditures; they 
fail to meet the canon of simplicity because of 
congressional attempts “to be astute in fitting 
a specific plug into every loophole that in- 
genious attorneys and accountants may have 
discovered”; they fail to meet the requirement 
of economy, despite the low average direct col- 
lection costs to the Treasury, because the in- 
direct costs of collection to taxpaying busincsses 
divert time and effort from production; they 
fail to fulfil the requirements of equity, which 
can only be attained through many revisions 
of tax laws. 

The author’s recommendations for tax re- 
vision include, among others, the adoption of a 
federal retail sales tax of 5 or perhaps ro per 
cent; the increase of normal rates on individual 
incomes that might approximate the British 
normal rates of 50 per cent; broader application 
of both estate and gift taxes; extension of mis- 
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cellaneous excise and sales taxes; an undis- 
tributed-profits tax that can be geared into 
existing corporate taxes; savings credits under 
the individual income tax as a device to attain 
the chief ends of the proposed spendings tax; 
substantial revision of the excess-profits tax 
designed to make it a better wartime revenue 
producer, not a permanent part of the federal 
tax structure; and elimination of the double 
taxation of dividends. These and many more 
suggestions are stated in general terms but not 
with sufficient detail to answer the rapid-fire 
questions of an interested reader. The writer 
concedes, however, that this is a bad time to 
offer such recommendations because some would 
impair existing revenues which the Treasury 
cannot afford to lose. 

The critical reader is left to wonder whether 
there actually were 17,688,219 individual in- 
come-tax returns in 1942 (p. 17), or 26,306,200 
(p. 198). Nor is the reader certain whether “The 
revenue service is not manned by competent, 
permanent well-paid personnel” (p. 13) or 
whether “There are an astonishingly large num- 
ber of first-rate men in the Bureau [of Internal 
Revenue] who have served for years at quite 
modest salaries, resisting the lure of greater 
incomes and independence outside” (p. 205). 
The chapter dealing with the “Pre-War Dec- 
ade” is largely repetitive, which might have 
become more obvious with a more detailed in- 
dex, but is regrettable in a book so compact and 
condensed. Because the author commands re- 
spect in this field, one is inclined to accept cer- 
tain st.tements of opinion that ordinarily 
would have demanded more factual informa- 
tion. 

From the economist’s viewpoint, the high 
lights of the book consist in the treatment of the 
changes now being made in the distribution of 
wealth caused by the impact of high rates plus 
the legal devices, statutory preferences, and 
judicial decisions. Property distributions infer 
vivos, stimulated by preferential treatment of 
gifts, have tended to decrease the base for state 
inheritance taxes. The double taxes imposed 
on dividends tend to diminish equity capital 
while the deductions allowed for interest pay- 
ments favor bond sales at the very time that 
public policy favors retirement of corporate in- 
debtedness. Tax preference given trusts, whose 
innate tendency toward conservative manage- 
ment impairs the future supplies of venture 
capital, tends to alter the nature of the system 
of free enterprise. Tax uncertainties are ac- 
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centuated by conflicting judicial decisions, 
Treasury regulations and rulings, and Bureau 
conference compromises with protesting tax- 
payers. Compulsory joint returns are founded 
on the theory of family unity, while the gift 
tax on transfers between husband and wife is 
based upon the theory of a lack of family unity. 
These are only a few illustrations of the com- 
plex tax problems whose solutions require co- 
operation of tax attorneys, accountants, and 
tax economists. 

ERNEST H. HAHNE 


Northwestern University 


State Income Taxes. By Roy G. BLAKEY and 
VIOLET JOHNSON. Chicago: Commerce 
Clearing House, Inc., 1942. Pp. ix+152. 
$3.00. 


The second World War marks the end of an 
era in state income taxation. This era, begin- 
ning in 1929, was one of rapid territorial ex- 
pansion of the tax (from fifteen states in 1928 to 
thirty-five states in 1940) and of increases in its 
coverage and rates. Rate reductions in seven 
states since 1940 and the abandonment of the 
income tax by South Dakota and West Virginia 
in 1943 indicate that the tide of state income 
taxation is currently ebbing. In State Income 
Taxes, Professor Blakey and Miss Johnson af- 
ford us a clear picture of this tax at the high 
tide of its development to date. 

This study is a revision of a series of articles 
published in Taxes, The Tax Magasine during 
1941. It summarizes the principal provisions of 
state-income-tax statutes as of late 1941, dis- 
cusses selected problems in state income taxa- 
tion, and briefly surveys administrative tech- 
niques and available cost and revenue data. In 
considerable part, the discussion is woven about 
forty tables and charts which present in com- 
pact form the basic information regarding the 
state income tax. The central facts are drawn 
from the tables, and some of the policy consider- 
ations bearing on those facts are reviewed. 
Ordinarily, policy conclusions are left to the 
reader, and no attempt is made to recommend 
improvements in state laws and practices. 

Unlike many studies, this one gives a full 
measure of atter:tion to corporate income taxes. 
One valuable section (pp. 16-27) examines the 
types of exempt organizations and summarizes 
state tax treatment of co-operative associations 
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and of corporations organized for profit put ex- 
empt from the income tax. A chapter entitled 
“Special Problems” deals primarily with the 
allocation of corporate income among states. 
The complications inherent in the allocation 
problem are strikingly illustrated in a discus- 
sion (pp. 72-76) of Minnesota’s attempts 
to isolate the Minnesota net income of the 
eighty United States Steel subsidiaries oper- 
ating in that state. The issue of consolidated 
versus separate returns, which is the allocation 
formula’s companion in crime in offering oppor- 
tunities for interstate manipulation, is briefly 
touched upon. 

The influence of other-than-rate factors on 
the actual burden of individual income taxes is 
demonstrated by analyzing (pp. 29-30, 36-43, 
and Tables XII—XV) the effects of state pro- 
visions permitting, as two-thirds of the states 
do, the deduction of federal income taxes in 
computing taxable income. The authors show 
that such deductibility reduces the apparent 
progressiveness of state rate schedules. They 
might have gone on to show that the deducti- 
bility of state taxes under the federal law is a 
virtual guaranty against a confiscatory rate 
combination and that deductibility greatly re- 
duces interstate differentials in income-tax 
burdens. 

A chapter on administration summarizes the 
major administrative provisions of the state 
statutes and briefly compares administrative 
practices in Wisconsin with those in other 
states. Steady improvement in state adminis- 
tration is noted. In view of recent experience 
in the United States and Canaca, one may 
question the authors’ assertions that “small 
exemptions increase administrative work more 
than is justified by increases in yield” (p. 48) 
and that “withholding... . is not adapted to a 
graduated tax” (p. 88). 

In a concluding chapter, the authors list the 
retarding factors in the growth of state income 
taxation and stress the importance of co-ordinat- 
ing federal and state systems. Pointing out 
that in income taxation there sometimes “‘ap- 
pears to be a tendency of certain classes to 
mulct other classes,”’ they nevertheless conclude 
that “it has such inherent merits that it can 
play a most important part, both for the states 
and for the nation, in any well co-ordinated 
American tax system” (p. 119). 

Professor Blakey and his collaborators have 
supplied many useful studies for the working 
libraries of tax students and administrators. 
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Siate Income Taxes is another volume which 
these readers will find very helpful. 


WALTER W. HELLER 
Washington, D.C. 


A Dimensional National Economy. By Davip 
Atkins. London: P. S. King & Staples, 
1942. Pp. xiv+228. 17s. 6d. 


The aim of the author of this book is to se- 
cure acceptance of a scheme for the establish- 
ment of a currency unit which he considers 
superior to our present unit and for making our 
national wealth more liquid. The author is 
described as a businessman and engineer, with 
experience in mine valuation and operation, 
ship ownership, and agricultural management. 
He has apparently read extensively in economic 
literature and has discussed his proposals with 
a number of economists, nearly all of whom 
seemed to him unsympathetic. The book re- 
sults from his perseverance, in spite of ob- 
jections, in the belief that his ideas would be 
very helpful if only the experts in the field of 
economics and government would lay aside 
their erroneous preconceptions. 

As it happens, the reviewer agrees with the 
author that economics would profit by using 
more fully certain methods of approach that 
have been accepted as sound and valuable in 
other fields, such as physics, business manage- 
ment, law, and psychology. In the judgment of 
the reviewer, however, Mr. Atkins fails to meet 
the essential conditions for transfer of knowl- 
edge and experience from one field to another, 
In the first place, he does not have a thorough 
understanding of fundamentals in his own field. 
While he quotes various general physical laws, 
which represent the final flowering of a well- 
developed science, he does not seem to have 
grasped the underlying science of physical 
measurement, which is a far more pertinent 
guide for theoretical economics in its present 
rudimentary state. In the second place, he does 
not understand the essential characteristics of 
the problems of the new field. He refuses to 
admit that economics is a social science, the raw 
material of which is the divergent estimates 
made by different individuals, at different times, 
and under different circumstances, of the value 
to them of physically identical goods. In the 
third place, he makes elementary mistakes in 


two of the sciences of measurement useful in 
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economics, namely, mathematics of investment 
and statistics, indicating a failure to familiar- 
ize himself with the tools of his proposed new 
trade. 

After general criticism of method, let us turn 
to Mr. Atkins’ fundamental definitions and 
proposals. He defines “value” as’ “effective 
human effort” but does not define “effective” in 
any precise or uniform way. In general he 
seems to be trying to define “value” solely in 
physical terms, but in a number of references 
leaves the door open for subjective consideration 
by means of the interpretation that may be 
given to “effective.” His basic proposal is that 
the monetary unit should be a specified area of 
land in a voting precinct of average population 
density, the unit area being reduced in size pro- 
portionately for land in precincts of higher popu- 
lation density. Specifically, he computes that 
if 1922 had been taken as the date of transition 
to the new system, the new monetary unit 
would be taken as 600 square feet of average 
American land in a precinct of population 
density of sy person per acre. He gives no 
indication, however, of how to determine, before 
the unit of value is defined, that a given 600 
square feet is “average.” This use of area as the 
fundamental monetary unit is the justification 
for the word “dimensional” in the title of the 
book, Dimensional National Economy. 

The author also proposes that the banks, 
with government backing, should loan the value 
of his land to any landowner, subject only to the 
payment of a small “seigniorage”’ of 1 per cent 
per annum. In some way not very clearly de- 
fined, such loans are to constitute the base of 
the country’s credit system. The author be- 
lieves that there seldom would be defaults on 
these loans and that the necessary adjustment 
in the value of a given piece of land, because of 
population changes, could easily be taken care 
of. 

The author’s mode of argument is very 
vague, impressionistic, or poetic, relying on as- 
sertion where demonstration would be appropri- 
ate, and only occasionally offering what he con- 
siders statistical support. The statistics used 
are mostly nation-wide or state-wide totals of 
area, population, and national wealth, not well 
adapted to assist in the task of devising a 
practicable unit for measurement of value and 
new procedures to replace the established 
monetary and credit mechanisms. The quo- 
tations made from recognized authorities do not 
support his main conclusions, primarily be- 
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cause fe merely selects fragments from each 
writer while rejecting his main line of 
thought. 

While it would not be profitable to give 
further details regarding the substance of the 
book, it may be of interest to quote some of the 
pointed or picturesque statements which crop 
up here and there, such as: “This whole scheme 
is dependent upon that spread of a low-grade 
dictatorship which we call a managed economy.” 
“There is nothing gained by trying to terracethe 
ocean.” “If the orthodox have no common 
doxology, all the heretic can do is to choose 
wisely.” ‘All we have to do is to rid ourselves 
of the fiscal ligature which is cutting off circu- 
lation, contributing to terminal paralysis, and 
steadily building up the central explosive of 
frustration.” 

Aside from these occasional pungent bits, and 
a few illustrations drawn from the author’s 
experience, the book is believed to be without 
value. 

ROBERT W. BurRGEssS 


Western Electric Company, Inc. 
New York City 


World Trade in Agricultural Products. By 
Henry C. TAYLor and ANNE DEWEES Tay- 
Lor. New York: Macmillan Co., 1943. Pp. 
Xviii+286. $3.50. 


In this book, the Taylors—a Sidney and 
Beatrice Webb type of combination—have 
issued a sort of pocket edition of the 1,100-page 
volume put out by the International Institute 
of Agriculture in 1940 under the same title. 
Henry C. Taylor supervised the preparation of 
the Institute publication, which was written by 
Lois B. Bacon and Friedrich C. Schloemer. 
There is ample need for a summary volume. 
Only about sixty copies of the large book 
reached the United States. Even if it were 
readily available there would still be need for 
a briefer edition in order that its significant 
facts and interpretations may become more 
easily accessible—and digestible—to larger 
numbers of readers. But the book is more than 
a summary. While the large book supplies the 
statistics, and to a lesser extent the framework, 
the style of writing and the interpretations of 
the volume under review are distinctly the con- 
tribution of the joint authors. 

The larger portion of the material is classi- 
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fied under commodity headings. This facilitates 
reference by readers who are interested in secur- 
ing policy and statistical information on specific 
commodities only. In addition, chapter xv, 
on “Government Policies,” attempts a brief 
historical sketch and analysis of the agricultural 
policies of the United States, the United King- 
dom, Germany, France, and Italy. Students of 
agricultural-policy matters will find these de- 
scriptions disappointingly brief, with omissions 
of matter which many will consider as essential 
detail. This is not because the authors lacked 
more complete information; the limitations are 
those imposed by the summary nature of the 
volume. 

Those who wish to become familiar with the 
main currents in the rapid growth of govern- 
ment control over economic relations during re- 
cent times will find these brief sketches satis- 
factory. In the reviewer’s opinion, chapters i, 
“Introduction,” xv, “Government Policies,” 
and xvi, “Summary and Comments,” are of 
general interest. The interest of the reader will 
determine largely his selection of commodity 
chapters. 

The authors, in some instances, seem to have 
exercised undue diplomatic reserve, especially 
in their criticism of policy of domestic origin. 
The following is an outstanding example. In 
referring to the causes of the failure of the 1933 
London Monetary and Economic Conference, 
the matter is dismissed with this sentence: ““But 
international rivalry was too intense and the 
conference adjourned in confusion” (p. 231). 
In discussing matters not so close to home, the 
authors were at times most outspoken. The 
failure of the 1933 International Wheat Agree- 
ment is explained in these terms: 


The failure of this undertaking was due in part 
to the fact that instead of adhering to the high pur- 
pose of the conference, the activities of the Council 
that was set up to administer the agreement were 
not free from the meanest kind of strategy to gain 
advantage for one country at the expense of another. 
Many of the representatives thought in terms of 
purely national interest [p. 262]. 


A lasting peace requires that international 
relations be such as to contribute to the social 
and economic well-being of the people of all 
nations. The international exchange of farm 
products is a part—a distinct part—of these 
international economic relations. The Taylors’ 
publication should go far in promoting a better 
understanding of the importance and nature 
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of world commerce in agricultural products. It 
is authoritative. It is readable. 


ASHER HosBson 
University of Wisconsin 


New International Wheat Agreements. By Jo- 
sEPH S. Davis. (“Wheat Studies of the 
Food Research Institute,” Vol. XIX, No. 
2.) Stanford University, Calif.: Food 
Research Institute, 1942. Pp. 59. $1.00. 


This study includes a very detailed but ex- 
tremely interesting discussion of the new inter- 
national wheat agreements which emerged in 
the middle of 1942. A brief summary of pre- 
vious wheat agreements since the first inter- 
national multilateral agreement of 1933 traces 
the evolution of the 1942 agreements. The 
author regrets the “secretive procedure” used 
during the development of these last, for no op- 
portunity was given “interested persons te pre- 
sent their views prior to the conclusion of the 
agreement.” This is one reason why this study 
is so detailed—the author believes that the 
“techniques of international conferencing” 
would be improved by such studies, preferably 
before the agreements become effective. 

The interim agreement was limited to pro- 
visions of wheat for relief, commitments on 
policies designed to minimize the accumulation 
of excessive stocks of wheat, and the setting-up 
of an administrative body. Excellent weather 
and the development of rust-resistant wheat 
nullified reduction in wheat acreage. Methods 
of selecting delegates to the International 
Wheat Council, their term of service, remu- 
neration, expenses, etc., are not provided for in 
the agreement; consequently, the Council “will 
not necessarily be a stable body.” The con- 
tingent agreements place upon the United 
States the responsibility for deciding when the 
time is ripe for an international wheat confer- 
ence to consider further the Draft Convention, 
which was not adopted in full by all countries 
now participating. They place upon “Canada 
and Great Britain the burden of determining, 
before the war ends, what prices shall be charged 
for export wheat from other exporting countries 
....in the ensuing half year.” 

The author then proceeds with a detailed 
evaluation of each part of the Draft Conven- 
tion. Changes in statistical practices will be 
necessary because of the crop year selected. The 
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carrying of sizable reserves will involve large 
governmental expenditures; and, “as American 
experience clearly shows, government agencies 
find it far more difficult to sell than to acquire.” 
Speculative grain trading would be more de- 
pendent upon political forecasting than upon 
economic forecasting. The author points out 
the effects of political expediency on price ceil- 
ings for coffee, for the prices “yield Latin- 
American coffee growers such good returns 
that Uncle Sam’s generosity is regarded as 
amazing. The additional cost to the American 
public will probably be well over 100 million 
dollars.” “We have already had far too much 
experience with political juggling of prices of 
agricultural products, under plausible slogans 
such as ‘adjustment,’ ‘stabilization,’ ‘parity,’ 
and ‘ever-normal granary,’ but with utter dis- 
regard of economic values and economic con- 
sequences.” The author recommends the use 
of wheat as feed and wishes lower prices to 
permit greater use of wheat for food in China 
and similar countries with low incomes ; “it seems 
to require a major readjustment of ideas and 
policies to welcome abundance and accept low 
prices as an appropriate means of putting abun- 
dance to use.” 

Professor Davis seems to believe that the 
requirement for a unanimous vote on some im- 
portant issues and the right of a nation to with- 
draw may easily wreck any wheat agreement, 
just as the right to withdraw wrecked the 
League of Nations. The reviewer would sug- 
gest also that the United States would have 
suffered greatly if the southern states had been 
permitted to secede. Davis hopes that some 
organic unit will emerge from the United Na- 
tions just as the 


United States emerged after the 13 states outgrew 
their loose Articles of Confederation. For anything 
approaching a durable peace, it now seems clear that 
the power of individual states to wage aggressive 
war must be held in check by giving to a world au- 
thority both the right and the power to cope with 
threats of aggression and to put down actual out- 
breaks. Some such political achievement seems es- 
sential to prevent fear of another great war from 
stimulating national policies of self-sufficiency and 
thwarting the revival of normal trade. 


With this last conclusion especially, the reviewer 
heartily agrees. 


Harry PELLE HARTKEMEIER 


University of Missouri 


The Investor and the Securities Act. By Homer 
V. CHERRINGTON. Washington: American 
Council on Public Affairs, 1942. Pp. x+-255. 
$3.25. 


Professor Cherrington starts out with a sur- 
vey of the types of exploitation of the investor, 
bondholder as well as common and preferred 
stockholder, which the Securities Act is sup- 
posed to remedy (chap. i). This is followed by 
the history of reform proposals prior to 1933 
(chap. ii), and by a detailed description (chaps. 
iii and v) of the Securities Act of 1933 and of the 
Securities and Exchange Commission, its or- 
ganization, procedures, etc. Chapters vi, vii, 
and viii (pp. 151-218), which contain the 
crucial material of the book, present the actual 
policies of the S.E.C. This is done in a well- 
organized fashion, and with an array of case 
illustrations to document the handling of “‘sig- 
nificant forms of misrepresentation,” the con- 
trolling of underwriters’ and dealers’ practices, 
and accountants’ responsibilities. A final chap- 
ter (pp. 219-46) summarizes the author’s find- 
ings, while an earlier one (chap. iv) points out 
the salient differences between the American 
and the British practice of protecting the in- 
vestor’s interests against security issuers and 
corporate managers. 

The short comparison with the English 
“precedent” is the least satisfactory chapter of 
the book. It comes to results similar to those in 
A. W. May’s article on “Financial Regulation 
Abroad,” which appeared in the August, 1939, 
issue of this Journal, and is not mentioned in 
Mr. Cherrington’s bibliography. However, his 
approach to the domestic problem is an original 
contribution, the first of its kind. It is limited, 
as the title indicates, to the functioning of 
S.E.C. administration under the Securities Act 
of 1933 and its amendments, including the 
Trust Indenture Act of 1939 and the Bank- 
ruptcy Act of 1938, leaving other controls by the 
S.E.C. (under the Securities Exchange Act, the 
Investment Company Act, and the Public 
Utility Holding Company Act) out of con- 
sideration. This limitation in scope does not 
impair the value of the author’s analysis. 

The problem is whether or not the objective 
of S.E.C. administration under the Securities 
Act—namely, to safeguard the interests of the 
investors and to serve as their guardians against 
exploitation—has been and could be accom- 
plished. The vast material on hand permits the 
author to show in numerous cases the elimina- 
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tion of fraudulent or semifraudulent practices. 
But that much might have been accomplished 
in the framework of criminal procedure. The 
new controls were intended to go far beyond 
such limited objectives. The results of this 
impartial and matter-of-fact study, expressed 
in restrained terms, are very discouraging, to say 
the least. The legal freedom of the promoter to 
obtain excessive rewards for his services is 
practically unabated. It is still possible even 
though “not so simple as it once was for cor- 
porations to buy the property of favorites at 
abnormally high prices” (p. 220). It is still 
possible for an issuer “‘to grant options or to 
limit its sales of securities to a selected group” 
(p. 222). Nor did the S.E.C. ever show an inter- 
est “in whether the security holders of a cor- 
poration which sells property are exploited”’ (p. 
223), and the position of minority stockholders 
in the case of the sale of assets in the form of 
mergers or consolidations has in no way been 
improved. The new controls do not seem to 
affect in any way corporate accounting policies 
in matters of depreciation, obsolescence, and 
concealed reserves. The possibility of forcing 
preferred stockholders to surrender their claims 
in exchange for other securities (except for the 
ineffective method of regulating the solicitation 
of proxies) still exists. True, the Bankruptcy 
Act of 1938 and the Trust Indenture Act have 
improved the position of the bondholder to some 
extent, but it is very doubtful whether the minor 
advantages in favor of the investor outweigh 
the dangers which this type of administration in- 
volves (pp. 237 ff.), such as the danger of apply- 
ing arbitrarily inquisitive methods in con- 
nection with registration; the risk of confusing 
the investor who may take S.E.C. approval of 
registration statements for an assurance of in- 
vestment merit; the handicaps in getting capital 
due to “capricious” administration of the law, 
etc. The concluding paragraph of this penetrat- 
ing inquiry deserves to be quoted: 


Unless the government is to assume responsibility 
for directing the flow of capital into industry, there 
are limits to what it ought to do for investors. It 
cannot safely act as their guardians; it cannot afford 
to become a bulwark of defense against all the haz- 
ards which exist in the securities markets. In a 
society like ours, it should regard itself as a sentry 
assigned to hold back the exploiter and warn the 
army of investors of his presence whenever he breaks 
through the outer defenses. 


MELCHIOR PALYI 
Chicago, Illinois 


565 


Outlay and Income in the United States, 1921- 
17938. By Harotp Barcer. (“Studies in 
Income and Wealth,” Vol. IV .) New York: 
National Bureau of Economic Research, Inc., 
1942. Pp. xxvii+391. $2.50. 

The major tasks Dr. Barger undertakes are: 
(1) exploration of the possibility of securing a 
breakdown of the national product simultane- 
ously by income share and by type of final 
product; (2) derivation of a measure of the error 
involved in the estimate; and (3) preparation of 
a quarterly national-product series adapted to 
business-cycle analysis. 

He first discusses the conceptual relation of 
an estimate of the national product based on 
distributive income shares (income) to an 

timate based on the values of final products 

(outlay). In order to facilitate comparison be- 

tween the two types of estimate, a rather simple 

concept of the national product is adopted. All 
free government services except those financed 
by a deficit are assumed to be services to busi- 
ness rather than to individuals, and nonprofit 
organizations are implicitly treated as final 
consumers. Consequently, outlay becomes *he 
sum of consumers’ outlay, private net in’ -st- 
ment, and the excess of government expendi- 
tures over receipts. The conceptually identical 
income aggregate is income distributed by 
government and private industry net of direct 
personal taxes. Earlier studies of the National 

Bureau furnish the principal source for annual 

estimates. These are supplemented by other 

data, chief of which is Barger’s own estimate of 
consumers’ outlay for services. 

The discrepancy between the series compiled 
for income and outlay ranges during the 
eighteen years covered from $39 millions in 
1938 to $5,088 millions in 1937. In all but two 
years the outlay estimate is the higher. After 
discussing possible reasons for the discrepancy, 
the author concludes that a single series for 
income and outlay cannot be obtained in the 
present state of the basic estimates. 

Asserting that “‘the two sets of estimates are 
substantially independent of each other in 
respect of the source material from which each 
is drawn,” Barger computes in chapter iii a 
standard error for the average of his two values 
of the national product. This entire procedure 
seems unwarranted because the assumption of 
substantial independence is false. Such sizable 
and speculative estimates as ‘domestic service 
pay rolls, net imputed rent, inventory changes, 
and depreciation are entirely or nearly identical 
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in the two sets of estimates. More important, 
in most industries receipts data used in com- 
piling outlay are drawn from the same original 
source as figures used to estimate entrepreneur- 
ial income and wages and salaries. An omission 
or error in ore side of the account will ordinarily 
be accompanied by one in the same direction in 
the other side. Detailed calculations would 
probably reveal more than 50 per cent inter- 
dependence between Barger’s two series. Nor 
can a statistical technique based on the differ- 
ence between the global estimates be corrected 
for such interdependence, because, actually, 
there is only one estimate for the major portion 
of the total. 

The author’s principal original contribution 
to national-income data is the conversion of 
each annual series to a seasonally adjusted 
quarterly basis. Most of the component series 
are also shown without seasonal adjustment. 
Special attention should be called to the analysis 
of his quarterly-profits series, in which interest- 
ing techniques are described for adjusting 
quarterly to annual data and for handling 
series which vary between positive and negative 
magnitudes. The critique of existing inventory 
estimates in Appendix C is also very useful. 

The differences in both direction and mag- 
nitude of movement between the quarterly in- 
come and outlay series are sizable, the average 
difference in quarter-to-quarter movement ex- 
ceeding one-half billion dollars. The author’s 
satisfaction with the correlation is therefore 
somewhat surprising. These divergences may 
be ascribed partly to the annual data from which 
the quarterly series were derived, but they arise 
chiefly from the absence of reliable short-term 
series for important components. In the ab- 
sence of any quarterly information a refined 
method of interpolating the annual data was 
used for large segments, especially in deriving 
the outlay series. In view of this procedure and 
the unreliability of some of the interpolators 
actually used, it is doubtful that the global quar- 
terly series offers a better basis for business-cycle 
analysis than do annual series supplemented 
by reliable shorter-term data where available. 

The principal merit of this book lies not in 
the presentation of statistics, which for the later 
years are now largely supplanted by more recent 
estimates, but rather in the discussion of con- 
cepts and statistical problems in income 
measurement. 

EpWARD F. DENISON 


Washington, D.C. 


The Prediction of Personal Adjustment: A Sur- 
vey of Logical Problems and Research Tech- 
niques, with Illustrative A pplication to Prob- 
lems of Vocational Selection, School Success, 
Marriage, and Crime. Prepared for the Com- 
mittee on Social Adjustment under the direc- 
tion of the Subcommittee on Prediction of 
Social Adjustment by Paut Horst, with 
Collaboration of Paut WALLIN and Louis 
GUTTMAN, assisted by FRIEDA Brim WALLIN, 
Joun A. CLAUSEN, ROBERT REED, ERICH 
ROSENTHAL. Social Science Research Coun- 
cil, 1941. Pp. xii+455. $2.00. 


The Social Science Research Council is to be 
congratulated for sponsoring, and Dr. Horst and 
his associates for executing, this study of the 
logic of prediction in social science. It would 
seem rather amazing, in view of the reiterated 
claims for scientific status of students in the 
field, that no volume has appeared long before 
now dealing with a general method of predict- 
ing social adjustment. For, aside from some 
good work in population theory, little but 
the most informal and haphazard guesswork, on 
the one hand, and pontifical pseudo-scientific 
philosophies of history, on the other hand, had 
been attempted by sociologists and others con- 
cerned with human adjustment until the studies 
precedent to this survey were made. The special 
areas of social adjustment used for illustrative 
reference are marriage, criminal recidivism, 
vocation, and education, but the method itself 
is much more widely applicable. 

The contributions of this volume are: 

1. The methodology of actuarial prediction, 
hitherto scattered through numerous specialized 
monographs in the fields listed, has been 
brought together and systematized with excep- 
tional clarity and conciseness. The authors 
make no claim to originality of content (ex- 
cept in the special supplementary studies), but 
the task of synthesis performed and the ex- 
ploration of its implications are contribution 
enough. 

2. Incidental to the major discussion in Part 
I and in the first supplementary study (by 
Wallin) there is presented an analysis of the 
traditional dichotomy of case and statistical 
study which should—but probably will not— 
once for all demolish the pernicious illusion of 
discontinuity between these phases of research. 
Stouffer’s brief article should also give pause to 
the many slovenly thinkers who take refuge 
in the concepts of configuration and organism. 
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3. Recognizing that prediction methods are 
still in their infancy, Horst devotes a stimulating 
chapter to “suggestions for research projects in 
the prediction of individual behavior.”” Notable 
among the problems mentioned, which most 
students in the field have failed adequately to 
realize, are the study of nonlinear relationships 
among social p=....--en and, more fundamen- 
tal yet, the developmem of mathematical soci- 
ology. As Horst points out: 


It may even be questionable whether much fur- 
ther progress can be made in the accuracy with 
which individual behavior can be predicted until 
more logical and rational formulations in the way of 
mathematical equations have been developed to de- 
scribe the interrelationships of variables, and until 
these relationships have been empirically tested with 
experimental data [p. 139]. 


4. The supplementary studies, not dis- 
cussed in this review, present a various body 
of technical material which persons expecting 
to conduct research in the field will do well to 
consider. 

There appears, however, to have been some 
confusion concerning the function the book is 
to perform; perhaps the acknowledged haste in 
its publication is partly to blame. Thus the sim- 
plicity of Part I outlining the problem and pro- 
cedures of prediction makes it particularly valu- 
able to the beginner in the field. Yet the utility 
for such persons of a detailed and critically an- 
notated bibliography has been disregarded 
(in the allocation of space) in favor of the high- 
ly technical monographs among the supplemen- 
tary studies (Part II) which only the advanced 
scholar can appreciate. Fortunately, there is a 
brief but representative bibliography on pages 
152-56. 

It is also regrettable that S. A. Stouffer’s 
provocative “‘Notes on the Case Study and the 
Unique Case” (pp. 240-49) are neglected in 
the Table of Contents. 

Wriu1aM M. Fuson 


University of Michigan 


The Blockade of Germany after the Armistice, 
1918-1919: Selected Documents of the Su- 
preme Economic Council, Superior Blockade 
Council, American Relief Administration, and 
Other Wartime Organizations. Selected and 
edited by SupA LorENA BANE and RALPH 
HasweE tt Lutz. (“Hoover Library on War, 
Revolution, and Peace,” No. 16.) Stanford 
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University: Stanford University Press, 1942. 

Pp. viiit+-874. $6.00. 

War in its stark nakedness could not be 
better revealed than in the hunger map of 
Europe in December, 1918, given as the frontis- 
piece of this volume. Northern Russia, the 
Baltic states, and half of the Balkans presented 
famine conditions; southern Russia except the 
Ukraine had a shortage approaching the famine 
point; in other areas conditions were serious, 
though better by comparison. To mention only 
one item as to Germany, that nation was in 
need of one million tons of corn for a five- 
month period (p. 97). Of Europe’s 420,000,000 
people, only 40,000,000 had “sufficient food 
supplies to last until next harvest without im- 
ports” (p. 633). More than 200,000,000 people 
were “‘in social disorder” (p. 17). If starvation 
was not relieved, some feared that bolshevism 
and anarchy would sweep over Europe; others, 
observing that bolshevism was easily sup- 
pressed in Germany, thought that this menace 
was overplayed. 

The United States had a large surplus of food 
which needed a market; elaborate organizations 
existed for its distribution; the humanitarian 
motive was evident; and the United States, 
especially Hoover and Wilson, favored relaxa- 
tion of the blockade against Germany. Papers 
in Germany were praising Wilson and differenti- 
ating between our attitude and that of the 
other Associated Governments. Despite Amer- 
ican wishes the blockade continued. Germany, 
it was observed, was quickly undertaking mili- 
tary reorganization, Prussianism was not dead, 
and the genuineness of Germany’s conversion 
to democracy and nonaggression was doubted. 
The Allied military arm was being weakened 
by demobilization, and it was feared, especially 
in France and Britain, that the economic 
weapon of the blockade was necessary in order 
to force Germany’s acceptance of the peace. 
Resentment at Germany’s whole war policy 
could not at once be dissipated; nor could the 
Allies (including Hoover) forget how Germany 
had sucked supplies of food and animals from 
dominated peoples and left them starving; also, 
they were not unmindful of what Germany 
would have done as victor. Though the eco- 
nomic liberal may regret that the blockade 
against Germany was not lifted sooner, he will 
find in this volume the reasons why relaxation 
was withheld. Among these reasons were ob- 
stacles interposed by the Germans themselves, 
who wanted to specify prices and quality of 











goods and who raised difficulties in getting 
foodstuffs through Danzig to Poland. 

It is the function of this book to present this 
whole complex story not as narrative or ex- 
position but as a huge mass of documents drawn 
from elaborate agencies that dealt with these 
matters: the Armistice Commission, the Su- 
preme War Council, the United States Food Ad- 
ministration, the United States Shipping Board, 
the Commission for Relief in Belgium, the Allied 
Maritime Transport Council, are a few not men- 
tioned in the title of the book. To the papers of 
such agencies there has been added a useful 
section (pp. 629-805) consisting of press com- 
ments in various nations concerning the block- 
ade. This is the section that affords the most 
readable material; perhaps it should be read 
first. For those who investigate the economic 

“effect of war and the complicated mechanisms 

and problems of modern society these docu- 
ments are of prime value. For factors of today 
and tomorrow bearing upon the coming peace, 
they offer guidance; for assuredly the same 
problems of rehabilitation, competition, social 
order, possible revolution, and above all of 
international economic co-operation will again 
arise. The work of the editors as of the pub- 
lishers is competently done, and we have here 
another indication of the significance of the 
vast Hoover collection and of publications 
drawn from the Hoover Library. 


J. G. RANDALL 
University of Illinois 


The Pullman Strike: The Story of a Unique 

Experiment and of a Great Labor U pheaval. 

By A.tmont LinpsEy. Chicago: University 

of Chicago Press, 1942. Pp. xi+38s. 

$3.75. 

This is an interesting, careful, and detailed 
description of one of the great labor disputes of 
the nineteenth century. The introductory chap- 
ter, which attempts to portray briefly American 
labor conditions and labor struggles during the 

: last half of the century, is somewhat sketchy 
and overdrawn. There follows a lengthy and 
accurate, albeit somewhat unsympathetic, de- 
scription of the origin and development of the 
Pullman Company and the famous “model 
community” which George M. Pullman built 
for his workers. After discussing the origin of 

the Pullman strike and its adoption by Eugene 

Debs’s youthful American Railway Union, the 
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volume presents the history of the dispute in 
detail, both in Chicago and elsewhere. The 
flaming outbursts of violence which accom- 
panied the strike, the course pursued by federal, 
state, and local governments, the famous con- 
troversy between President Cleveland and 
Governor Altgeld of Illinois, and the hostility 
and fear displayed by an outraged public are 
described at length. The volume ends with a 
discussion of the legal proceedings which fol- 
lowed the dispute and with some comments on 
the aftermath of the strike. 

The book is competently written, is on the 
whole accurate, and contains much information 
not previously generally available. It is, how- 
ever somewhat diffuse, and its characteriza- 
tions are marred in spots by an element of 
moral indignation. The history of the Pullman 
Company, the development of the “model 
town” of Pullman, and the paternalism, foibles, 
and political activities of George M. Pullman 
are presented in more detail than appears neces- 
sary, in view of the fact that the Pullman strike 
merely provided the incident which touched 
off the violent conflict between the American 
Railway Union and the railroads. 

The volume is evidently based on extensive 
research. It is curious, therefore, that the 
author has apparently failed to examine several 
of the most thorough studies of the dispute 
which are available. This failure presumably 
accounts for the major weakness of the book: 
its treatment of the problems of maintaining 
law and order. The deficiency is exemplified 
by the author’s treatment of the writs of in- 
junction and criminal indictments which ac- 
companied the strike. His assumption that the 
injunction was, and is generally, extremely 
effective in preventing violence or insuring the 
punishment of lawbreakers is unrealistic and 
is not borne out by the history of the dispute. 
His conclusion that “nothing contributed so 
much to the defeat of the strike as did the 
action taken by the federal courts” (p. 274) 
seems clearly contrary to the weight of the evi- 
dence. The strike was doomed from the begin- 
ning, and it does not appear that the injunction 
and the criminal-court actions either materially 
affected the course of the strike or served any 
of the immediate purposes for which they were 
intended. 

Howarp B. Myers 


Committee for Economic Development 
Washington, D.C. 
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The Political Economy of Population. By Rap- 
HAKAMAL MUKERJEE. Bombay and London: 
Longmans, Green & Co., Ltd. [1942]. Pp. 
xiv+467. 7s. 6d. 

In spite of the very large body of writing on 
population problems and practices, there is in 
English no systematic, theoretically adequate, 
and scholarly treatise on population. There is 
an abundance of detailed empirical research, 
some of it of high quality, but, in the absence of 
a coherent body of guiding theory, the prosecu- 


tion of specific empirical researches cannot re-, 
sult in a genuine body of science. The various’ 


governmental practices and programs designed 
to control population phenomena, in the ab- 
sence of an abstract body of scientific theory, 
are often ill advised and misdirected. The pres- 
ent volume, based upon the series of lectures 
given at the University of Cambridge in 1937 
and announced by the publishers as a system- 
atic treatise, does not supply the need. 

The assumption of the volume runs to the 
effect that the movement of population is de- 
termined by various dissimilar factors—geologi- 
cal, biological, economic, institutional, and per- 
sonal—and requires a many-sided approach. 
The effort to analyze population phenomena in 
terms of these key elements leads the author to 
the formulation of certain laws of growth: the 
statistical law underlying life-expectancy, the 
ecological law of conservation of resources 
and regional and occupational balance, the law 
of equi-marginal utilities and returns, the com- 
posite law of the optimum which integrates the 
others and subordinates each of them to itself. 

Following a general introductory chapter 
presenting a preliminary view of the subject 
matter, the author discusses certain aspects 
of ecology, stressing particularly food supply 
and migration as determining facts and condi- 
tions in the evolution of plant and animal forms. 
He next analyzes early settlements, stages of 
agriculture, areas of occupation, spatial move- 
ments, and other items related to primitive 
economy. This leads to extended discussions of 
the regional balance of nature and the conserva- 
tion of resources. The following series of chap- 
ters treat in order the ecological optimum, the 
economic optimum, the social and institutional 
optimum, the political or military optimum, 
and the integral optimum. The integral opti- 
mum, toward which the whole volume is ori- 
ented, turns out to be impossible of precise defi- 
nition; it seems to be that number which will 
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provide the maximum of individual leisure ard 
the maximum of social and political security. 
The final chapters treat, in the main, matters of 
political and practical importance: planned 
population, population movements in the sense 
of migration, the peopling of empty lands, world 
economy, and war, peace, and population. 


E. B, REUTER 
University of Iowa 


Wartime Price Control. By GEorcE P. ADAMs, 
Jr. Washington, D.C.: American Council 
on Public Affairs, 1942. Pp. x+153. $3.00. 


Wartime Price Control is a study of direct 
price-fixing in the United States during the 
first World War. Experience in other countries, 
in other times, and with other, particularly 
fiscal, means of price control is briefly con- 
sidered; but predominant attention is given to 
the activities of the War Industries Board, the 
Food Administration, and the Fuel Adminis- 
tration. 

Mr. Adams’ researches serve to supplement 
and fill out the picture of World War I price 
control that has been made familiar in its general 
outlines by the writings of Haney, Backman, 
Hardy, and others. If the additional informa- 
tion presented here does not alter the broad 
features of the story as already known, it does, 
by bringing us closer to detailed operations, 
emphasize the confusion and opportunism which 
characterized price control in 1917-18. It is dif- 
ficult to believe, after reading this book, that 
the price-fixers of a generation ago had any very 
clear objective in mind beyond controlling 
prices or that they thought much about the 
probable or desirable consequences of their ac- 
tions upon the prosecution of the war. In large 
part Mr. Adams’ appraisal runs in the price- 
fixer’s own terms, i.e., in terms of the visible 
effects upon price indexes and profits. Perhaps 
this is the only kind of evaluation that can be 
supported with data. In any event, the conten- 
tion advanced that price-fixing would, on 
balance, hamper war production, which Mr. 
Adams notes, remains without empirical con- 
firmation or disproof. 

Following the precedent of earlier writers, 
Mr. Adams describes price control almost ex- 
clusively in terms of “principles” of price deter- 
mination—single versus multiple prices, fixed 
margins versus fixed prices, the bulk-line issue, 
and techniques of costing. Yet it is clear—in fact, 
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obvious—from today’s newspapérs that the 
process of price control cannot be realistically 
understood or reasonably appraised in such 
terms alone. Price control is not an exercise in 
economic theory. It is an administrative and 
political operation of great difficulty, requiring 
for its success much more than the determina- 
tion of scientific principles. These principles 
must be applied by a large staff of competent 
personnel on the basis of a mass of detailed in- 
formation, all of which is hard to secure. Prin- 
ciples must be adhered to in the face of the 
inevitable and often inexorable pressures to 
which a government agency is subject. Regu- 
lations derived from these principles must be 
enforced against the economic interests of mil- 
lions of persons and in many cases with very 
little aid from moral sanctions. It is difficult for 
an economist studying archives to appreciate 
the weight which these problems deserve. 

The completeness with which Mr. Adams 
has provided source references will be appre- 
ciated by future students of this subject. How- 
ever, graphical presentation of the statistical 
data would have simplified the readers’ task. 


HERBERT STEIN 
Washington, D.C. 


Sur Sismondi: quelques considérations sur sa 
doctrine économique et sociale, @ l'occasion 
du centenaire de sa mort. By L. LEDERMANN. 
Geneva: Georg & Cie, S.A., Librairie de 
l'Université, 1942. Pp. 30. 


In this pamphlet, which is an attractive 
piece of printing, the author gives us a well- 
written essay on Sismondi, surveying his life, 
and the intellectual background of his work and 
the work itself and also referring to the recent 
literature on his subject. He considers Sismondi 
as a critic of the liberal or classical schoo! of 


economists and is especially concerned to cor- 
rect the later and current impression that he was 
in any important way a forerunner of socialism, 
either utopian or scientific. Sismondi’s ideas 
and ideals are shown to have been almost en- 
tirely antithetical to those of the Marx-Engels 
school in particular, especially on such matters 
as individual liberty, the limited role of state 
intervention, and social and political conserv- 
atism. Sismondi is credited with discerning 
the evils of extreme laisser-faire and with ad- 
vocating individual and state action to counter- 
act them; but he himself made it clear, in the 
conclusion of his main work, that he had no 
plan for remedial action. 

F. H. Knicut 
University of Chicago 


National Socialism vs. International Capitalism. 
By Epwarp TENENBAUM. (Yale University, 
“Undergraduate Prize Essay,” Vol. IV.) 
New Haven: Yale University Press, for the 
Committee on Undergraduate Prize Es- 
says, 1942. Pp. xii+127. $1.00. 

This little book is the fourth of a series of 
essays chosen from the work of Senior students 
at Yale College. It is not the work of a mature 
writer and cannot be judged as such. As a piece 
of undergraduate writing, however, it is a more 
ambitious undertaking than many Masters’ and 
Doctors’ theses, and the author is to be con- 
gratulated on his efforts. The content of the 
book consists principally of a description of the 
methods and techniques of Nazi foreign-trade 
experts in their dealings with various nations. 
Some of this material might prove useful to 
teachers or speakers in search of illustrations, 
but unfortunately there is no index. 


R. E. WESTMEYER 
Rice Institute 
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